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1. Introduction

On December 12, 2019, the Canadian Securities Administrators (CSA) issued a news release
(News Release)' announcing that it would undertake a review of the regulatory framework for
the Investment Industry Regulatory Organization of Canada (IIROC) and the Mutual Fund
Dealers Association of Canada (MFDA).

The idea to review the regulatory framework for self-regulatory organizations (SROSs) in
Canada is not new, and the merits and timing of such a review have been considered many
times by the CSA, as well as recently in public forums. The current SRO regulatory framework
has been in place for almost twenty years, and in that time, the delivery of financial services
and products has continued to evolve. In response to the evolution of the industry and
submissions formulated by a group of industry participants, the CSA believes that it is
appropriate to revisit the current structure of the SRO regulatory framework and to seek
comments from all stakeholders at this time.

While the CSA conducts this review, it is not intended to have a disruptive impact on the SROs’
ability to perform their regulatory operations, or on the activity of their dealer members to
service the investing public.

Since the issuance of the News Release, the CSA staff met with a wide variety of stakeholder
groups to informally discuss the benefits, challenges and issues of the current SRO regulatory
framework. The CSA is publishing this consultation paper (Consultation Paper) for a 120-
day comment period to seek input from all industry representatives and stakeholders, investor
advocates, and the public. The CSA is asking for general feedback on how innovation and the
evolution of the financial services industry has impacted the current regulatory framework, as
well as specific comments on the issues and targeted outcomes set out in the Consultation
Paper.

The comment period will end on October 23, 2020.

! https://www.securities-administrators.ca/aboutcsa.aspx?id=1853
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2. Self-Regulatory Organization Regulatory Framework in Canada and
Internationally

An SRO is an entity created for the purpose of regulating the operations and the standards of
practice and business conduct of its members and their representatives with a view to promote
investor protection and the public interest. In Canada, provincial and territorial securities
regulators (Securities Regulators), operating together as the CSA, have a long history of
utilizing SROs as part of their regulatory framework. The securities industry SROs operate
under the authority and supervision of the CSA.

The current SRO regulatory framework in Canada requires investment dealers to be members
of IIROC and mutual fund dealers to be members of the MFDA, except in Québec where
mutual fund dealers are directly regulated by the Autorité des marchés financiers (AMF).?

While each SRO performs the primary oversight of investment (IIROC) and mutual fund
(MFDA) dealers, as applicable, both IROC and MFDA members remain subject to regulation
by the CSA and must comply with national rules, such as National Instrument 31-103
Registration Requirements, Exemptions and Ongoing Registrant Obligations (NI 31-103), as
well as applicable provincial and territorial securities legislation. To avoid duplication of
regulation, [IROC and MFDA dealers are exempt from compliance with certain sections of NI
31-103 in cases where the dealers comply with the corresponding requirements under IIROC
or MFDA rules.

The Regulatory Landscape

i) The Investment Industry Regulation Organization of Canada

IIROC is the national SRO which oversees all investment dealers and trading activity on debt
and equity marketplaces in Canada. I[IROC is recognized as an SRO by the CSA (IIROC
Recognizing Regulators)® pursuant to applicable legislation. IIROC’s head office is in
Toronto with regional offices in Montréal, Calgary and Vancouver. Additional information
about IIROC’s governance structure, enforcement practices and more, including statistical
charts, can be found in Appendix A.

2 In %ébec, mutual fund dealers with operations and clients only within that proyvinge are directly supervised by
the AMF, but those operating and/or advising clients also in other Canadian jurisdictions must be members of the
MFDA. Registered individuals in the category of mutual fund representatives must also be members of the
Chambre de la sécurité financiére (CSF), a statutory SRO under the direct supervision of the AMF with
responsibilities of maintaining discipline and overseeing the training and ethics of its members. The MFDA has
entered into a Co-operative Agreement with the AMF and the CSF to facilitate information sharing and
supervision of MFDA members with operations in that province.

3 ITROC is recognized by the Alberta Securities Commission (ASC), the AMF, the British Columbia Securities
Commission (BCSC), the Financial and Consumer Affairs Authority of Saskatchewan (FCAA), the Financial and
Consumer Services Commission of New Brunswick (FCNB), the Manitoba Securities Commission (MSC), the
Nova Scotia Securities Commission (NSSC), the Office of the Superintendent of Securities Service
Newfoundland and Labrador (NL), the Ontario Securities Commission (OSC), the Prince Edward Island Office
of the Superintendent of Securities Office (PEI), the Northwest Territories Office of the Superintendent of
Securities, the Nunavut Securities Office, and the Office of the Yukon Superintendent of Securities.
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Development and history of IIROC
The Investment Dealers Association of Canada

The Investment Dealers Association of Canada (IDA) was founded in 1916 as the Bond
Dealers Section of the Toronto Board of Trade. The IDA evolved into a national SRO for
investment dealers. Over the years, Securities Regulators issued orders under their respective
legislation to formally recognize the IDA as an SRO. All investment dealers were required by
provincial and territorial securities law to be members of a recognized SRO.

The IDA initially had a dual self-regulatory and trade association mandate. In 2006, the
Investment Industry Association of Canada was organized and took on the trade association
advocacy and member activities. As a result, the sole function of the IDA was the regulation
of its members and their registered employees, which was carried out by monitoring and
enforcing compliance with IDA rules.

Market Regulation Services Inc.

Market Regulation Services Inc. (RS) was formed in 2002 to provide independent regulation
services to Canadian marketplaces and was subsequently recognized as an SRO by some
Securities Regulators. The Toronto Stock Exchange and TSX Venture Exchange then chose to
outsource to RS, through regulation services agreements, the surveillance, trade desk
compliance, investigation and enforcement functions they had historically conducted in-house.
The RS mandate was to develop, administer, monitor and enforce marketplace rules applicable
to trading practices.

Creation of IIROC

IIROC was created in 2008 through the combination of the IDA and RS into a single
organization. At the time, the creation of this new SRO was viewed as a fundamental step to
ensuring strong, streamlined, expert self-regulation of Canada’s capital markets.

IIROC carries out its regulatory responsibilities by overseeing trading activity on Canadian
debt and equity marketplaces, and through setting and enforcing market integrity rules and
dealer member rules regarding the proficiency, business and financial conduct of its member
firms and their registered representatives. The CSA has also selected IIROC to act as the
information processor on trading in Canadian corporate debt securities.*

ITROC members also sponsor the Canadian Investor Protection Fund (CIPF), an investor
protection fund authorized to provide coverage within prescribed limits to eligible clients in
case of an [IROC member’s insolvency.

4 Amendments to National Instrument 21-101 Marketplace Operation (NI 21-101), in force as at August 31, 2020,
subject to Ministerial approval, prescribe mandatory post-trade transparency of trades in government debt

securities. IIROC’s role as information processor will be expanded to include transactions in government debt
securities.
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ITIROC does not perform any trade association functions for its member firms or individual
representatives.

ii) The Mutual Fund Dealers Association of Canada

The MFDA is an SRO responsible for the oversight of mutual fund dealers in Canada, except,
as already noted, in Québec. The MFDA is recognized as an SRO by the CSA (MFDA
Recognizing Regulators)® pursuant to applicable legislation. The MFDA head office is in
Toronto, with regional offices in Calgary and Vancouver. Additional information about the
MFDA’s governance structure, enforcement practices, statistical charts and more can be found
in Appendix B.

Development and history of the MFDA

The MFDA was established in mid-1998 at the initiative of the CSA?® in response to the rapid
growth of mutual funds from $40 billion to $400 billion in Canada in the late 1980s. At the
time, there was a concern that the business and regulatory risks associated with dealers that
restricted their business largely to the distribution of mutual funds differed significantly from
those with market intermediaries (such as investment dealers) that distributed and advised in a
wide range of financial products and services (including equities, securities underwriting and
providing margin). The CSA determined that the mutual fund industry and investors would
benefit from a separate and distinct self-regulatory structure to accommodate for those
differences.

MFDA dealer members also contribute to the MFDA Investor Protection Corporation (MFDA
IPC), an investor protection fund established by the MFDA to provide coverage within
prescribed limits to eligible clients in case of a MFDA dealer member’s insolvency.

The MFDA does not perform any trade association functions for its member firms or individual
representatives.

iili)  Oversight of SROs in Canada

IIROC and the MFDA are formally recognized as SROs through their respective recognition
orders,” which are largely harmonized between each jurisdiction. The recognition orders set
out the authority of each SRO to carry out certain regulatory functions including: regulating
dealer members, establishing and administering its rules and policies, ensuring compliance by
dealer members with SRO rules and performing investigation and enforcement functions. In
the case of IIROC, this includes monitoring trading activity, providing services to marketplace
members and registration functions.

> The MFDA is recognized by the ASC, BCSC, FCAA, FCNB, MSC, NSSC, OSC, and PEIL
% The CSA initiated discussions with the IDA and the Investment Funds Institute of Canada. The result of these
efforts was the establishment of the MFDA as an SRO for mutual fund dealers.

7 https://www.iiroc.ca/about-iiroc/governance-bylaws;
https://mfda.ca/about/sro-recognition
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The recognition orders also set out terms and conditions each SRO must comply with in
carrying out their regulatory functions. The terms and conditions of recognition require each
SRO to operate on a not-for-profit basis and continue to meet set criteria such as:

e ensuring an effective governance structure

e regulating to serve the public interest in protecting (i) investors and (i1) in the case
of IIROC, market integrity

o effectively identifying and managing conflicts of interest

e operating on a cost-recovery basis

e maintaining capacity to effectively (i) perform its regulatory functions and (ii)
establish and maintain rules and

e complying with ongoing reporting requirements to the applicable recognizing
regulators.

The CSA’s oversight is coordinated through separate memoranda of understanding (MoUs)
for IIROC and the MFDA.® The objective of each MoU is to coordinate the CSA’s oversight
of the SRO’s performance of its self-regulatory activities and services, and to ensure it is acting
in accordance with its public interest mandate, specifically by complying with the terms and
conditions of recognition.

Each MoU provides for a separate oversight committee comprised of staff from the [IROC and
MFDA Recognizing Regulators. For purposes of efficiency and to reduce burden on the SROs,
a principal regulator is assigned to lead and coordinate the CSA’s oversight of each SRO. Each
MoU sets out a coordinated oversight program which includes: annual risk assessments,
oversight reviews, review and approval of rule proposals, review of various periodic reports
and information filed by the SROs, and discussion of ongoing issues with the SROs, among
other oversight activities.

iv)  Other Registration Categories Regulated Directly by the CSA

CSA members are responsible for the direct regulation and oversight of registrants in the
category of exempt market dealer (EMD), portfolio manager (PM), scholarship plan dealer
(SPD)° and investment fund manager (IFM). For a complete description of these categories,
please refer to Part 7 of the Companion Policy to NI 31-103.'° Appendix C also contains
statistical information on various registration categories.

The CSA carries out oversight of directly regulated registrants on a harmonized basis through
the application of consistent requirements set out under securities laws. Regulated firms must
have effective compliance systems, meet certain business conduct requirements, and are
subject to financial reporting, working capital, insurance and bonding requirements. The

8 https://www.iiroc.ca/about/governance/Documents/MemorandumOfUnderstanding _en.pdf:
hitps:7/www.bcsc.bc.ca/Securities Law/Policies/PolicyBCN/PDF/MFDA Memorandum of Understanding JR

RP October 10 2013/

% In Québec, registered individuals in the SPD category must also be members of the CSF.
10 https://www.bcsc.bc.ca/Securities Law/Policies/Policy3/PDF/31-103CP CP December 4 2017/
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registration requirements and ongoing requirements of registration for both firms and
individuals are set out in NI 31-103."!

The CSA accomplishes its oversight by activities such as conducting on-site and desk reviews
of firms, monitoring capital requirements, participating in "sweep reviews" of targeted issues,
and providing guidance through staff notices and outreach. Compliance practices are aligned
across Canada to the extent possible by using common examination programs and harmonizing
compliance initiatives related to monitoring the activities of regulated firms.

If an individual or firm is not complying with applicable securities laws and the matter is not
satisfactorily resolved, a number of actions are possible including the imposition of terms and
conditions on a registration, or where appropriate, enforcement actions.

EMDs and their registered dealing representatives may act as a dealer or underwriter for any
securities that are distributed to investors in reliance on a prospectus exemption, including
securities of a reporting issuer.'> EMDs are not permitted to act as a dealer or underwriter in a
distribution that is being made under a prospectus. Purchasers of securities of issuers that are
not reporting issuers may not have the benefit of ongoing information about the security that
they are buying or the company selling it, and there may be limited resale opportunities. An
EMD is not permitted to participate in the resale of securities that are freely tradeable, if the
securities are listed, quoted or traded on a marketplace.

SPDs and their registered dealing representatives may only act as a dealer in respect of a
security of a scholarship plan, an educational plan or an educational trust. An SPD typically
pools contributions from numerous investors who purchase scholarship plan units through a
group registered education savings plan. An IFM affiliated with the SPD typically manages
the pooled funds. The units in the pool represent the investor’s share of the plan. SPDs are
required to provide scholarship plan investors with a plan summary that provides key
information highlighting the benefits and risks of the plan.

PMs and their advising representatives provide advice to clients, and typically manage
investment portfolios on a discretionary basis on behalf of their clients and based on each
client’s investment profile. PMs manage investment portfolios on behalf of individual clients,
investment funds, foundations, pensions and other institutional clients.

IFMs direct the business, operations or affairs of an investment fund. They organize the fund
and are responsible for its management and administration. IFMs do not have individual
registrants other than an ultimate designated person and a chief compliance officer.

The CSA can also place restrictions on a dealer or adviser category of registration. For
example, a restricted dealer may be limited to specific activities or be allowed to carry on a
limited trading business. Similarly, a restricted portfolio manager might be limited to advising
in respect of a specific sector, such as oil and gas issuers. CSA registrants can also be registered
in more than one category of registration depending on their business activities.

11 https://www.bcsc.be.ca/Securities_Law/Policies/Policy3/PDF/31-103__NI___ June_12_ 2019/
12 https://www.bcsc.be.ca/Securities_Law/Policies/Policy4/PDF/45-106__ NI___ October_5__ 2018/
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V) Selected International Regulatory Models
United States (U.S.) - Financial Industry Regulatory Authority (FINRA)

SROs have formed part of securities regulation in the U.S. since 1939 when the National
Association of Securities Dealers (NASD) was created in response to the Great Depression
through the Maloney Act of 1938. In 2007, the NASD merged with the self-regulatory function
of the New York Stock Exchange (the NYSE Regulation, Inc.) to become FINRA which
regulates the largest number of securities firms and their brokers in the U.S. today.'* Additional
information about FINRA’s governance structure, enforcement practices and more can be
found in Appendix D.

For FINRA specifically, and its predecessor, the NASD, the rationale in the U.S. for self
regulation was to find a balance that was mutually beneficial to the government and securities
industry.

Though other models have been considered by the U.S. Securities and Exchange Commission
(SEC), including repatriation of FINRA’s functions, the SEC has generally concluded that an
SRO would best serve the U.S. markets. The SEC considered multiple SROs to be less
favourable because of the increased risk of regulatory capture, where the SRO struggles to act
in the public interest or effectively enforce their rules due to funding concerns or other
influence from their members. Additionally, the SEC determined that a multiple SRO structure
could contribute to market fragmentation.'*

There are some registrants in the U.S. that are not required to be members of an SRO.
The U.K. Financial Conduct Authority (FCA)

Unlike the U.S., the United Kingdom (U.K.) has moved away from an SRO model by recently
establishing two statutory regulators: the FCA, which is the conduct regulator for financial
services firms and markets in the U.K., and the Prudential Regulation Authority (PRA), which
acts as the prudential regulator for large investment firms, among others. Additional
information about the FCA’s governance structure, enforcement practices and more can be
found in Appendix E.

Originally, securities regulation in the U.K. was performed by three separate SROs: the
Securities and Futures Authority, the Investment Management Regulatory Organization, and
the Personal Investment Authority. This was viewed as overly burdensome by industry and
parliament, resulting in duplicative costs and regulatory fragmentation. Consequently, the
Financial Services and Markets Act 2000 dissolved these SROs, with a single statutory
regulator, the Financial Services Authority (FSA), taking their place from 2001 —2013.

The FSA was abolished by the Financial Services Act 2012" in favour of the FCA and the
PRA due to failures identified during the Great Recession of 2008 - 2009. Since its

13 https://www.sec.gov/news/press/2007/2007-151.htm
14 https://www.sec.gov/rules/concept/34-50700.htm

15 http://www.legislation.gov.uk/ukpga/2012/21/contents/enacted
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establishment in 2013, the FCA has been tasked with monitoring conduct, supervising trading
infrastructures, and operating the U.K. listing regime,'® while the PRA is tasked with enforcing
rules related to sufficient capital and the related risk controls.!”

3. Informal Consultation Process
Stakeholders Consulted

As noted in the introduction, in late 2019 and early 2020, the CSA completed informal
consultations with a wide variety of stakeholder groups in order to solicit views regarding the
current SRO regulatory framework. In response to the News Release, CSA staff met with a
variety of stakeholders, including those who made a request.

The stakeholder groups included SROs, investor protection funds, groups representing various
registrant categories, investment industry associations, and investor advocacy groups.

The objective of the informal consultations was to solicit feedback from stakeholders on the
benefits, strengths and challenges of the current SRO regulatory framework as well as to
identify opportunities for improvement. The feedback from these informal consultations
informed the drafting of this Consultation Paper.

Consultation Questions

The following questions were used to facilitate the informal consultations:

1. What are the benefits of the current SRO regulatory framework?
2. What are the challenges of the current SRO regulatory framework?
3. Overall, how efficient and how effective is the current SRO regulatory framework in
Canada?
4. Is the status quo viable in the shorter (under 5 years) or longer (5 years +) terms?
What are the key developments in the industry (i.e. innovation, technology, advice,
products, consolidation, etc.) since the advent of the two SRO structure and the impact
these have had on the current SRO regulatory framework?
6. Is the convergence of registration categories a significant issue? Are there other
registration issues that need to be addressed?
7. If there are issues with the current SRO regulatory framework, what options are available
to resolve or manage issues?
a) What are the pros and cons of each?
b) What could be the unintended consequences and the likelihood that they could be
realized?
c) How could these unintended consequences be mitigated?
8. If not already expressed, what is the ideal solution for the Canadian SRO regulatory
framework?

e

16 https://www.fca.org.uk/about/sector-overview

17 https://www .bankofengland.co.uk/prudential-regulation
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Common Themes

Stakeholders were largely supportive of the informal consultation process. Industry groups and
associations, as well as investor advocates all expressed a desire for change to the current
regulatory framework given changes that have occurred in the business environment, client
needs and expectations, and registrant demographics. Some stakeholders generally prefaced
this desire for change with an equal desire for a realistic and achievable plan, potentially
considered in several phases.

Although many of the stakeholders commended the SROs’ specialized expertise and the
benefits of their national scope and reach, they also expressed concerns respecting the current
structure. Specifically, stakeholders expressed concern that duplicative costs and a lack of
common oversight standards have resulted in multiple compliance teams and differing
interpretations of similar rules. Operationally, using different platforms and back-office
services have also contributed to higher costs. From an investor standpoint, layers of regulation
have contributed to investor confusion as clients are unable to access a broad range of products
from one representative or are unsure where to turn to if an issue arises. Lastly, certain
stakeholders considered this project an opportunity to enhance the SROs’ governance
structures to clearly focus on their public interest mandate and strengthen complaint resolution
mechanisms.

Though many stakeholders provided suggestions to resolve the challenges with the current
regulatory framework, there was no consensus or overall theme noted for solutions, largely
due to differing perspectives of the stakeholders.

4. Benefits and Strengths Identified during the Informal Consultations

During the informal consultations, stakeholders identified various benefits and strengths of the
current SRO regulatory framework.

National scope of SROs

Numerous stakeholders, including some investment industry associations and investor
advocates, agreed that the national structure of an SRO is important in light of the provincial
and territorial regulation of the securities industry in Canada. They stated that national SROs'®
provide for a more uniform level of regulation and supervision across the country with one set
of rules applicable to all SRO members.'’

18 As previously noted in section 2 of this Consultation Pager, the current SRO regulatory framework in Canada
requires investment dealers to be dealer members of IIROC. Mutual fund dealers are required to be members of

the MFDA, except in Québec where registered firms are directly regulated by the AMF. See footnote 2 for details.
Furthermore, with respect to the CSA recognition, while IIROC is recognized by all 10 provinces & 3 territories,
MFDA is only recognized by AB, BC, MB, NB, NS, ON, PEI, SK.

19 As previously noted in section 2 of this Consultation Paper, while IIROC and the MFDA respectively perform
the primary oversight of investment dealers and mutual fgn(i dealers, both IIROC and MFDE dealer members
remain subject to regulation by the CSA and must comply with applicable securities legislation, such as NI 31-
103. IROC/MFDA dealers are only exempt from compliance with certain sections of NI 31-103 in cases where
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An investments industry association noted that the national structure of the SROs is also
important for providing a single point of cooperation with foreign regulatory authorities, such
as FINRA, which has a close working relationship with IIROC.

Specialized industry expertise of SROs

Numerous stakeholders commented that SROs’ specialized expertise and proximity to the
industry enables them to develop appropriate rules, and as needed, propose amendments to
those rules in response to changes in the industry. In addition to each SRO having equal
numbers of industry and independent board members, both IIROC and the MFDA have
industry advisory committees? that serve as a forum for advising the SROs on regulatory and
policy initiatives, industry trends and practices, as well as voicing industry concerns directly
to the regulators. Furthermore, it was noted that SRO staff have developed specialized skills
and expertise in their roles, assisting them in delivering oversight of the industry.

Benefits of a two SRO framework
Fit for purpose regulation

Some stakeholders noted that a two SRO model might be well-suited to address the unique
aspects of [IROC and MFDA membership whose business models and risks are typically quite
different. For example, IIROC dealers are able to offer clients the ability to trade securities and
other investment products on margin, or engage in institutional or proprietary trading, which
generally results in more complex risks than MFDA dealers who service primarily retail clients
and facilitate the trading of fully paid mutual funds. In addition, some IIROC dealer members
engage in the business of securities underwriting, and some MFDA dealer members are dually
licensed as EMDs or insurance brokers. Historically, IROC and the MFDA have been able to
accommodate these differences through customized rule-making and regulation.

Investor access to two SRO protection funds

As noted in section 2 above, there are two separate member-sponsored investor protection
funds in Canada that protect investor assets held by dealer member firms within prescribed
limits in the event that the firms become insolvent. [IROC dealer members sponsor CIPF?!,
and MFDA dealer members contribute to the MFDA IPC.2? Some stakeholders commented
that this structure is beneficial for investors with accounts at both [IROC and MFDA dealer
member firms, as such investors may have access to coverage by both protection funds.

they comply with the corresponding requirements under IIROC or MFDA rules (see Part 9 of NI 31-103 for a
complete list of exemptions).

20 Current] , IROC has six advisory committees; National Advisory Committee; Conduct, Compliance and Legal
Advisory S}éctlon (CCLS); Proficiéncy Committee; Financial and Operations Advisory Section (FOAS); Fixed
Income Advisory Committee; and Market Rules Advisory Committee (MRAC).

The MFDA has the Policy Advisory Committee comprised of officers and senior employees of MFDA dealer
members and Chairs of the MFDA Regional Councils.

2! http://cipf.ca/
22 http://mfda.ca/mfda-investor-protection-corporation/mfda-ipc-coverage/
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Marketplace surveillance

In the current SRO regulatory framework, the debt and equity marketplaces in Canada have
outsourced their responsibility for monitoring trading activity to [IROC. As part of its mandate,
IIROC conducts market surveillance and trading review analysis for these markets to ensure
that trading is carried out in accordance with Universal Market Integrity Rules (UMIR) and
applicable jurisdictional securities law. Several stakeholders noted that, overall, marketplace
surveillance by IIROC works well.

5. Issues Identified During the Informal Consultations

During the informal consultations, stakeholders were asked to provide their perspective on key
issues with the current SRO regulatory framework. The issues stakeholders identified generally
fell into three broad categories:

Issues At-a-Glance
Structural inefficiencies

Duplicative operating costs for dual platform dealers
Product-based regulation

Regulatory inefficiencies

Structural inflexibility

el

Investor confidence

5. Investor confusion
6. Public confidence in the regulatory framework

Market surveillance

7. Separation of market surveillance from statutory regulators

6. Issues, Targeted Outcomes and Public Consultation

The issues raised by stakeholders have been summarized in this section, and as noted, grouped
under the following three categories: structural inefficiencies, investor confidence, and market
surveillance. Additionally, these were further subcategorized into seven distinct issues, as
informed by those consultations. For each issue, the CSA has noted a targeted regulatory
outcome. As this section contains the results of the informal consultations, the views expressed
by stakeholders may not necessarily represent the views of the CSA.
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In providing comments, some stakeholders referenced various publicly accessible documents
to support their views. A collection of those documents is listed in Appendix F. The views,
opinions or conclusions expressed in those documents do not necessarily represent the views
of the CSA.

General Consultation Questions:

A. The CSA is seeking general comments from the public on the issues and
targeted outcomes identified, as well as any other benefits and strengths not
listed in section 4 that should be considered. In addition, please identify if
there is any other supporting qualitative or quantitative information that could
be used to evidence each issue and/or quantify the impact of the issues noted
in the Consultation Paper.

B. Are there other issues with the current regulatory framework that are
important for consideration that have not been identified? If so, please
describe the nature and scope of those issues, including supporting
information if possible.

C. Are any of the CSA targeted outcomes listed more important from your
perspective than other outcomes? Please explain.

D. With respect to Appendix F, are there other documents or quantitative
information / data that the CSA should consider in evaluating the issues in
light of the targeted outcomes noted in this Consultation Paper? If so, please
refer to such documents.

Issue 1: Duplicative Operating Costs for Dual Platform Dealers

Dual platform dealers are entities with affiliated firms that are registered with each of IIROC
and the MFDA in order to service different segments of the investing public. As at December
31, 2019, there were 169 active IIROC dealer members and 88 active MFDA dealer members,
of which 25 were dual platform dealers.

Stakeholders indicated that dual platform dealers experience higher operating costs and
difficulty in realizing economies of scale. Higher operating costs affect the ability of the dual
platform dealers to minimize costs for investors and enhance innovation in the delivery of
products and services.

An SRO, an investor protection fund, and two investment industry associations expressed
concerns about duplicative costs for dual platform dealers, and that these costs are ultimately
borne by investors. Examples of increased operating costs for dual platform dealers include:
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i) Separate compliance functions

Dual platform dealers typically maintain separate compliance and supervisory functions. The
need to maintain separate compliance and supervisory staff for each platform is the result of
differences in requirements and nuances for each registration category, which make it difficult
for dealer supervisory staff to effectively monitor for both SRO requirements. In some
instances, compliance staff may be required to register with both SROs in order to perform
their roles. As the business in each platform continues to grow, compliance and supervision
costs grow without the opportunity to capitalize on economies of scale.

ii) Information technology systems

As dual platform dealers are subject to two different sets of rules, their compliance systems
and the underlying internal controls are typically different and necessitate separate information
technology (IT) back-office systems. Consequently, the associated costs with system upgrades
or enhancements are duplicated across both platforms. These upgrades may be required in
order to respond to cybersecurity needs or to deliver an enhanced client experience to remain
competitive. The prevalence and frequency of these IT changes are expected to increase over
time.

iii) Non-regulatory costs

Dual platform dealers, operating as distinct entities may also maintain other separate
administrative departments such as financial reporting, legal services, and human resources
(HR). The impact of these duplicative costs can be significant, impacting their ability to adapt
to an increasingly competitive industry.

iv) Multiple fees

Dual platform dealers incur both [IROC and MFDA membership fees and contribute via
quarterly assessments to the respective investor protection funds. Stakeholders indicated that
these costs are duplicative and may not be indicative of a corresponding increase in regulatory
value?’. Furthermore, stakeholders noted the incremental cost of maintaining financial
institution bond coverage for separate dealers is a regulatory burden.

Targeted Outcome for Consideration

A regulatory framework that minimizes redundancies that do not provide corresponding
regulatory value.

23 This concern is further described in Issue 3: Regulatory Inefficiencies.
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Consultation Questions on Duplicative Operating
Costs for Dual Platform Dealers

Question 1.1: What is your view on the issue of duplicative operating costs,
and the stakeholder comments described above? Are there other concerns in
respect of this issue that have not been identified? If possible, please provide
specific reasons for your position and provide supporting information,
including the identification of data sources to quantify the impact or evidence
your position.

In addressing the question above, please consider and respond to the following, as
applicable:

a) Describe instances whereby the current regulatory framework has
contributed to duplicative costs for dealer members and increased the cost
of services to clients.

b) Describe instances whereby those duplicative costs are necessary and
warranted.

c) How have changes in client preferences and dealer business models
impacted the operating costs of dealer member firms?

Question 1.2: Is the CSA targeted outcome for issue 1 described
appropriately? If yes, how can the targeted outcome be best achieved? If no,
what outcome(s) do you suggest and how can they be best achieved?

Issue 2: Product-Based Regulation

Stakeholders noted that there are different rules, or different interpretations of similar rules
between each SRO, and also between the SROs in general and the CSA with respect to similar
products and services. Stakeholders noted that the products and services offered to clients by
different registration categories appear to be converging. Stakeholders also noted that these
issues have created an unlevel playing field and opportunities for registrants to take advantage
of the differences in rules and interpretations between each SRO and between the SROs and
the CSA.

i) Converging registration categories

Many stakeholders including the SROs, the investor advocacy groups, an investor protection
fund, and several investment industry associations noted that registrants in different
registration categories are providing similar products and services to similar clients but are
overseen by different entities (i.e. the SROs and the CSA) and subject to different rules.
Specifically, two investment industry associations felt that there is a lack of rule harmonization
among each of the SROs and with the CSA, and although regulatory initiatives like the
client
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focused reforms are intended to harmonize registration-related rules, the application and
interpretation of those rules across the SROs and the CSA may nevertheless be materially
different. For example, the same two investment industry associations noted that the SROs
apply similar regulatory requirements (e.g. know-your-client (KYC) and suitability
requirements) differently with respect to the same products. They noted that IROC’s rules are
more principles-based while the MFDA tends to be more prescriptive. Also, they asserted that
a dealer distributing mutual funds may encounter a different level of compliance oversight
depending on whether they are a mutual fund dealer or an investment dealer because the SROs
evaluate the risks associated with the distribution of retail mutual funds differently.

Two investment industry associations also noted different approaches across the SROs with
respect to other significant issues including how client securities are registered (e.g. in client
name vs. nominee name) and the permissibility of directed commissions.?* In addition, an
investment industry association and an SRO expressed concerns that there is investor
confusion regarding the different registration categories, and that client preferences for “one-
stop financial solutions” have evolved beyond the current registration categories. These
concerns are described in more detail in Issue 5: Investor Confusion. Possibly due to the
concerns cited above, one investor advocacy group noted that the current SRO regulatory
framework has not succeeded in promoting the majority of mutual and eligible investment
funds to be distributed by one registration category, and under the oversight of one SRO, as
originally intended.

ii) Regulatory arbitrage

Two investment industry associations stated that inconsistent application of rules and
approaches to compliance between the SROs, and between the SROs and the CSA, create an
unlevel playing field and opportunities for registrants to take advantage of these differences.

For the purposes of this Consultation Paper, an activity where registrants can exploit
differences in regulatory frameworks to their advantage, in ways that the Securities Regulators
did not intend, is referred to as “regulatory arbitrage”.

Stakeholders provided some examples of potential regulatory arbitrage where different
registration categories are subject to different rules and different oversight. For example:

e mutual funds can be sold by mutual fund dealers, investment dealers, and exempt
market dealers,?’

e cxempt market securities can be sold by exempt market dealers, mutual fund
dealers,?® and investment dealers, and

e discretionary portfolio management services can be provided by both investment
dealers and portfolio managers.

24 Directed commissions refer to the ability to have commissions paid to personal corporations.
25 If sold under an exemption to the prospectus requirement.

26 1f the mutual fund dealer is also registered in the category of exempt market dealer.

#5818580



-16-

The same product or service offered by multiple registration categories creates many
opportunities for regulatory arbitrage, which can result in inconsistent treatment for registrants
engaging in similar activity, and different experiences for investors trying to access similar
products and services.

Targeted Outcome for Consideration

A regulatory framework that minimizes opportunities for regulatory arbitrage, including the
consistent development and application of rules.

Consultation Questions on Product-Based Regulation

Question 2.1: What is your view on the issue of product-based regulation, and
the stakeholder comments described above? Are there other concerns in
respect of this issue that have not been identified? If possible, please provide
specific reasons for your position and provide supporting information,
including the identification of data sources to quantify the impact or evidence
your position.

In addressing the question above, please consider and respond to the following,
as applicable:

a) Are there advantages and/or disadvantages associated with distributing
similar products (e.g. mutual funds) and services (e.g. discretionary
portfolio management) to clients across multiple registration categories?

b) Are there advantages and/or disadvantages associated with
representatives being able to access different registration categories to
service clients with similar products and services?

c) What role should the types of products distributed and a representative’s
proficiency have in setting registration categories?

d) How has the current regulatory framework, including registration
categories contributed to opportunities for regulatory arbitrage?

Question 2.2: Is the CSA targeted outcome for issue 2 described
appropriately? If yes, how can the targeted outcome be best achieved? If no,
what outcome(s) do you suggest and how can they be best achieved?

Issue 3: Regulatory Inefficiencies

Stakeholders noted that there is inefficient access to certain products and services for some
registration categories. Stakeholders also noted inefficiencies and duplicative costs for the
CSA in overseeing two SROs, and duplicative fixed costs and overhead at the SROs.
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i) Product access by registrants

The SROs and an investment industry association stated that mutual fund dealers are not able
to easily distribute exchange traded funds (ETFs) because they have limited access to the
necessary back-office and clearing systems servicing primarily investment dealers. These
stakeholders stated that although mutual fund dealers can use cumbersome workarounds to
service clients (including referring the investor to another dealer, entering into a service
arrangement with an [IROC dealer or advising the client to purchase an investment fund that
wraps ETFs), these are typically more costly for the investor and, consequently, inefficient
alternatives. One investment industry association noted that the barrier to distributing ETFs
had more to do with the cost and complexity of integrating different back-office systems
between dealers.

ii) Regulatory costs and other inefficiencies

One SRO noted that the current regulatory framework, with multiple registration categories,
makes it difficult for any one regulator (i.e. an SRO, a statutory regulator, or the CSA
collectively) to identify or effectively resolve issues that span multiple registration categories.
Coupled with similar investment products available outside the securities industry to the same
clients (e.g. insurance segregated funds), from a regulatory perspective, it is difficult and costly
to determine if patterns exist that would warrant regulatory intervention.

An SRO and an investment industry association noted the regulatory burden and inefficiencies
associated with the CSA’s oversight of two SROs.?” They noted potential redundancies
associated with two SROs that oversee similar dealer activity. For example, there may be
duplicative costs related to non-regulatory functions such as HR, IT, and administration.
Another SRO noted that the degree of overlap in issues and initiatives among the CSA and the
SROs results in more time and resources required for coordination, rather than for regulatory
action, resulting in regulatory inefficiencies.

Targeted Outcome for Consideration

A regulatory framework that provides consistent access, where appropriate, to similar products
and services for registrants and investors.

27 See section 2 for a summary of the CSA process for overseeing the SROs.
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Consultation Questions on Regulatory Inefficiencies

Question 3.1: What is your view on the issue of regulatory inefficiencies and
the stakeholder comments described above? Are there other concerns in
respect of this issue that have not been identified? If possible, please provide
specific reasons for your position and provide supporting information,
including the identification of data sources to quantify the impact or evidence
your position.

In addressing the question above, please consider and respond to the following,
as applicable:

a) Describe which comparable rules, policies or requirements are interpreted
differently between IIROC, the MFDA and/or CSA; and the resulting
impact on business operations.

b) Describe regulatory barriers to the distribution of similar products (e.g.
ETFs) available in multiple registration categories.

c) Describe any regulatory risks that make it difficult for any one regulator
to identify or effectively resolve issues that span multiple registration
categories.

Question 3.2: Is the CSA targeted outcome for issue 3 described
appropriately? If yes, how can the targeted outcome be best achieved? If no,
what outcome(s) do you suggest and how can they be best achieved?

Issue 4: Structural Inflexibility

Stakeholders noted that evolving business models are limited by the current regulatory
framework. Stakeholders also noted that structural inflexibility is creating challenges for
dealers to accommodate changing investor preferences, as well as limiting investor access to a
broader range of products and services from a single registrant. Lastly, stakeholders noted that
the current regulatory framework limits opportunities for professional advancement.

i) Business models

Most stakeholders noted that evolving business models are limited by the current regulatory
structure. For example, two investment industry associations noted that the current regulatory
structure is creating succession planning challenges for mutual fund dealers and their
representatives due to the limited product shelf they can offer to clients. Specifically, these
stakeholders noted that many mutual fund dealer representatives who are in the earlier stages
of their careers want to provide their clients with access to a broader range of products but are
only able to do so by transferring to an investment dealer. As a result, more experienced mutual
fund dealer representatives are limited in available options for succession planning for their
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business. In addition, investment dealers are limited in their ability to grow their business by
attracting mutual fund dealer representatives due to the additional proficiency requirements.

The SROs noted that the regulatory framework has not evolved to accommodate the changing
scope of advice sought by clients. Specifically, one SRO noted that the complexity of the
current regulatory framework affects the ability of its members to launch and grow new
business models to meet evolving client needs.

An SRO and an investment industry association noted that the inability for representatives of
investment dealers to direct their commissions to be paid to personal corporations creates an
unlevel playing field and, in some circumstances, discourages some representatives of mutual
fund dealers from transferring their registration and client accounts to investment dealers.

Furthermore, one investment industry association stated, in respect of the IIROC proficiency
upgrade rule requirement?® that requires an individual to be qualified within 270 days of
approval as a representative on the IIROC platform, that: (i) the requirement is a burdensome
barrier, and (ii) the 270 days to upgrade seems like an artificial time period. That stakeholder
also noted that these issues were creating barriers to the ability of investment dealers to attract
representatives from mutual fund dealers.

An SRO noted that the current regulatory structure prohibits mutual fund dealers from trading
for clients on a limited discretionary basis*® which has prevented mutual fund dealers from
creating certain business models.

ii) Investor preferences

An investment industry association noted that many investors are demanding more
transparency and control in the wealth management process, and the ability to move seamlessly
between different types of services without having to transfer back and forth across business
lines and open new accounts. For example, they noted that under the current regulatory
framework, investors need to create and manage separate accounts across different lines of
business at the same financial institution in order to access both dedicated full-service and
order-execution-only services.

In addition, two investment industry associations indicated that there are several barriers to
transferring accounts within a dual platform dealer, including:

e the need to re-paper the client account (e.g. by re-collecting KYC information), and

e loss of historical performance data for client securities and accounts transferred
from one of the dual platform dealers to its affiliate (as the SROs consider the
holdings transferred to be in a new account).

iii) Access to advice

One investor advocacy group and an investment industry association expressed concern about
how the current regulatory framework is affecting clients’ access to a broader range of products

2 JIROC Dealer Member Rule 18.7
2 MFDA Rule 2.3.1(b)
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and services. For example, investment dealers are able to provide clients with access to a
broader range of products and services than mutual fund dealers; however, a client’s access to
an investment dealer may depend on the market value of that client’s investment account. An
investor advocacy group also noted that clients located in smaller geographic centers and rural
communities have difficulty accessing a broad range of products and services because the
dealers located in those areas are predominantly mutual fund dealers. This means that
geography as well as the size of a client’s investment account may have a direct impact on
access to different products and services.

An investment industry association also noted that there is a significant increase in technology
costs associated with a firm switching from a mutual fund dealer to an investment dealer, which
causes some mutual fund dealers not to switch and has the effect of reducing access to a broader
range of products and services for some clients.

iv) Technological advancements

An SRO indicated that with technological advancements and changing investor preferences
and expectations (e.g. offering holistic investment advice through robo-advice, online
investing services or hybrid human/digital advisory models, etc.), the current regulatory
framework has not provided sufficient flexibility for industry to adapt to changing investor
needs.

V) Professional advancement

One investment industry association noted that the existing higher IIROC proficiency standard
makes the transition from mutual fund dealer to investment dealer representative challenging.
That same stakeholder noted that as representatives become more experienced and deal with
larger client accounts, the 270 days is too short a time period to actually upgrade proficiency,
and therefore artificially limits access to a broader range of services and products (e.g. ETFs)
needed to meet clients’ changing investment needs and preferences.

Targeted Outcome for Consideration

A flexible regulatory framework that accommodates innovation and adapts to change while
protecting investors.
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Consultation Questions on Structural Inflexibility

Question 4.1: What is your view on the issue of structural inflexibility, and
the stakeholder comments described above? Are there other concerns in
respect of this issue that have not been identified? If possible, please provide
specific reasons for your position and provide supporting information,
including the identification of data sources to quantify the impact or evidence
your position.

In addressing the question above, please consider and respond to the following,
as applicable:

a) How does the current regulatory framework either limit or facilitate the
efficient evolution of business?

b) Describe instances of how the current regulatory framework limits dealer
members’ ability to utilize technological advancements, and how this has
impacted the client experience.

c) Describe factors that limit investors’ access to a broad range of products
and services.

d) How can the regulatory framework support equal access to advice for all
investors, including those in rural or underserved communities?

e) How have changes in client preferences impacted the business models of
registrants that are required to comply with the current regulatory
structure?

Question 4.2: Is the CSA targeted outcome for issue 4 described
appropriately? If yes, how can the targeted outcome be best achieved? If no,
what outcome(s) do you suggest and how can they be best achieved?

Issue 5: Investor Confusion

Several stakeholders expressed concern that investors are generally confused by the current
regulatory structure; specifically, the inability to access similar investment products and
services from a single source, the complaint process, investor protection fund coverage, and
multiple registration categories and titles.

i) Regulatory overlap

Several stakeholders stated that the current regulatory framework is complex and/or
fragmented. They indicated that investors are confused by the number of regulatory
organizations and the role or jurisdiction these organizations are responsible for respecting
securities regulation in Canada. Investors struggle to distinguish between the roles of an SRO
and the Securities Regulators, as well as the services and products provided by IIROC and
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MFDA dealer members.’° Furthermore, an investment industry association noted that a
separate regime for mutual fund dealers in Québec®! further adds to the complex nature of the
regulatory framework. These overlapping regulatory environments may increase investor
confusion and contribute to differing views regarding the SROs’ roles and their relationships
with the Securities Regulators.

Specifically, two SROs and an investment industry association indicated that investors may
not be able to discern between the products and services provided by an IIROC dealer and an
MFDA dealer:

e [IROC and the MFDA perform similar types of member regulation, but for different
entities and, for the most part, different investment products. IIROC regulates
investment dealers and all types of trading (including stocks, bonds and mutual
funds), whereas the MFDA regulates mutual fund dealers and trading limited
primarily to mutual funds. Investors may not realize that other products or services
are only available in another registration category and that their representative may
not be able to provide access. Thus, investors may have limited access to products
and services unless they are directed to another category of registrant.

e Some firms with affiliated [IROC and MFDA members operate in the same location
where clients may purchase securities from IIROC or MFDA representatives.
However, the client is not necessarily aware that the same, or other, investment
products or services may be available from an affiliate firm, each of which is subject
to a separate and distinct regulatory regime.

From the investors’ perspective, their [IROC dealer and MFDA dealer provide the same
service or product offering, which may not always be the case. As their net worth and
investment knowledge grows, many investors naturally progress from investing in mutual
funds to ETFs to other products and services that are not offered by an MFDA dealer. To
facilitate this growth, the investor may be required to change firms or representatives, resulting
in confusion and unnecessary inconvenience.

ii) Complaint resolution

Many stakeholders noted that investors have difficulty understanding and accessing the
complaint process to pursue recourse caused by misconduct. Specifically, they raised concerns
regarding where to direct complaints, how to file a complaint and from which regulatory body
or organization to seek redress. While investors can rely on many avenues of recourse in the
current securities regulatory framework, they may not be able to efficiently access them or may
choose not to access them. The avenues of recourse available to investors include:

30 Refer to section 2 of this Consultation Paper for a brief history of IIROC and the MFDA, the CSA’s oversight
of SROs, and other registration categories regulated directly by the CSA.

31 As noted in section 2 of this Consultation Paper, mutual fund dealers are required to be members of the MFDA,
except in Québec where registered firms are directly regulated by the AMF and registered individuals must also

be members of the CSF. See footnote 2 for details.

#5818580



D3-

e the internal complaint resolution process of the entity from which they purchased
the security (e.g. customer service group and internal ombudsman),

e the independent dispute resolution services of the Ombudsman for Banking
Services and Investments (OBSI)*? notwithstanding that such decisions are not
legally binding and are subject to compensation limits,

e making a complaint directly with the applicable SRO,
e an arbitration mechanism, or
e litigation.

Additionally, in Québec, the AMF also processes complaints filed by consumers and provides
them with access to dispute resolution services.

iii) Investor protection fund coverage

Some stakeholders noted that differences in the availability of investor protection fund
coverage among registration categories, and the types of investments and losses that are
covered, creates confusion for investors.

As noted, CIPF and the MFDA IPC are the approved investor protection funds for investors of
IIROC and MFDA dealer members, respectively.>® There are no approved investor protection
funds for investors of other registration categories that are regulated directly by the CSA;
however, portfolio managers can enter into a service arrangement to custody client assets at
IIROC dealer members which may result in CIPF coverage.**

Both investor protection funds expressed concern that investors are confused and unsure of the
coverage, if any, provided upon the insolvency of an SRO dealer member. They further noted
that investors are uncertain as to the types of eligible claims covered by investor protection
funds and may mistakenly believe that market losses qualify for coverage.

Specifically, one investor protection fund referred to an example where investors dealing with
the insolvency of an SRO dealer member and several affiliates with similar names, some
regulated by the CSA, faced confusion regarding coverage due to complexities in the
regulatory framework and lack of proper disclosure. Investors were confused about the
availability of coverage and ultimately discovered that no coverage was available under any
investor protection fund.

32 MFDA and IIROC dealers must become members of the OBSI and offer OBSI’s services to investors with
certain types of disputes with a firm.

33 Refer to section 2 and Appendices A and B of this Consultation Paper for further details on investor protection
programs.

34 The IIROC dealer member typically holds an investor’s cash and securities in an account over which a
portfolio manager has discretionary trading authority and executes and settles the investor’s trades in the
account based on instructions from the portfolio manager. The investor is thus a client of both the portfolio
manager and the dealer member. See the following 2016 CSA staff notice, online:
https://www.osc.gov.on.ca/documents/en/Securities-Category3/csa 20161117 31-347 portfolio-managers-
service-arrangements.pdf
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While both the SROs require members to inform their clients regarding the protection fund
coverage available to them, there is no corresponding obligation for other categories of
registrants to inform their clients about the lack of direct coverage prior to opening a new
account. Accordingly, it appears that investment decisions regarding coverage may not be
made based on complete and accurate information, resulting in investor confusion in the event
of a registrant’s insolvency.

iv) Multiple registration categories and titles

Two investor advocacy groups stated that there is investor confusion regarding the different
rules for different registration categories®> and the number and variety of business titles used
by representatives in various registration categories. This confusion contributes to investors
not understanding that investment choice is limited based on a registration category. It also
contributes to investors having expectations of registrants that are not aligned with the duties
and qualifications of that category of registrant. For example, clients may not view registered
firms and the representatives that they deal with as salespeople. Instead, they may see a
relationship with a trusted financial advisor designed to deliver the products and services they
need. This can result in client suitability issues and unnecessary efforts to find the appropriate
distribution channel and service provider for the desired investments.

Targeted Outcome for Consideration

A regulatory framework that is easily understood by investors and provides appropriate
investor protection.

Consultation Questions on Investor Confusion

Question 5.1: What is your view on the issue of investor confusion, and the
stakeholder comments described above? Are there other concerns in respect
of this issue that have not been identified? If possible, please provide specific
reasons for your position and provide supporting information, including the
identification of data sources to quantify the impact or evidence your position.

In addressing the question above, please consider and respond to the
following, as applicable:

a) What key elements in the current regulatory framework (i) mitigate and
(i1) contribute to investor confusion?

b) Describe the difficulties clients face in easily navigating complaint
resolution processes.

35 Refer to section 2 and Appendices A and B of this Consultation Paper for information on IIROC and the MFDA

registration, and other registration categories regulated directly by the CSA.

#5818580



25-

c) Describe instances where the current regulatory framework is unclear to
investors about whether or not there is investor protection fund coverage.

Question 5.2: Is the CSA targeted outcome for issue 5 described
appropriately? If yes, how can the targeted outcome be best achieved? If no,
what outcome(s) do you suggest and how can they be best achieved?

Issue 6: Public Confidence in the Regulatory Framework

Stakeholders noted concerns regarding a possible lack of public confidence in the current SRO
regulatory framework. Some stakeholders stated that the SRO governance structure does not
adequately support the SROs’ public interest mandate due to an industry-focused board of
directors and lack of a formal mechanism to incorporate investor feedback. In addition, these
stakeholders expressed concern regarding regulatory capture and ineffective SRO compliance
and enforcement practices contributing to the erosion of public confidence in the SROs’ ability
to deliver on their public interest mandate.

i) Public interest mandate

Investor advocacy groups stated that the SRO boards of directors are mainly composed of
current and former securities industry participants. They are concerned that independent
directors® with close ties to industry limit the ability of the SROs to carry out their regulatory
responsibilities and public interest mandates, as set out in their recognition orders, due to their
potential bias.’” Two investor advocacy groups expressed concern that independent directors’
possible bias in board decision making, or undue influence of specific industry stakeholder
interests, may occur due to the following governance structure elements:

e rules and procedures on the composition of the SROs’ board of directors,
committees and councils,

e cooling off periods (which require a former industry member to have left industry
for as little as one year before the candidate can be considered independent for the
purposes of each SRO board) and term limits, and

e the definition of an independent director.>8

Stakeholders indicated that if a public interest mandate is not actualized by an appropriate
governance structure that manages conflicts of interest and ensures different stakeholders are

36 TIROC uses the term “independent directors” and the MFDA uses the term “public directors” to refer to
independent directors. For the purpose of this Consultation Paper, the term independent directors refers to both

“independent directors” and “public directors”.

37 Refer to section 2 of this Consultation Paper for details on IIROC and MFDA recognition.

38 Refer to section 2 of this Consultation Paper and Appendices A and B for details on [IROC and MFDA
governance. Please refer to specific sections on governance and district/regional councils.
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fairly represented, there is a risk that a loss of confidence can occur in the SRO’s ability to
meet its public interest mandate.

ii) Formal investor advocacy mechanisms

Investor advocacy groups raised concerns that the lack of formal SRO mechanisms to facilitate
investor consultation impedes the appropriate representation and consideration of investor
concerns. Specifically, they noted a shortage of independent voices on SRO committees and
councils, and a perception of unwillingness of one SRO to engage in regulatory policy
discussions that raise investor concerns. In addition, these investor advocacy groups noted that
the SROs’ reliance on direct input through quantitative online surveys conducted by
independent research firms to gauge the public's views on regulatory initiatives and/or other
public interest matters, is no substitute for appropriately funded and resourced SRO investor
advisory panels (of which there are currently none) which could be more effective in shaping
the development of SRO rules, policies and other similar instruments.’* Without full
engagement between SROs and investor representatives, it may be difficult for an SRO to
identify the interests of the public and thereby fulfill its public interest mandate effectively.

iii) Regulatory capture

In this Consultation Paper, “regulatory capture” refers to a regulatory agency that may become
dominated by the industries or interests they are charged with regulating. The result is that an
agency, charged with acting in the public interest, instead acts in ways that benefit the industry
it is supposed to be regulating. Factors that cause regulatory capture include a regulator being
subject to excessive levels of influence from industry stakeholders, a regulator not having
sufficient tools and resources to obtain accurate information from industry or to deter industry
wrongdoing, or regulatory incentives being skewed toward industry stakeholder interests.

An investor advocacy group stated that the inherent conflict between the SROs’ obligation to
their members and their public interest mandates may not be manageable under their current
governance structures and may result in the erosion of public confidence. Specifically, they
expressed concern about regulatory capture occurring when SRO actions are inappropriately
influenced by industry stakeholder interests. By contrast, two investment industry associations
stated that SROs need to be more responsive to industry, with one noting that its inability to
directly access an SRO’s board of directors runs contrary to the concept of ‘self’-regulation.

iv) SRO compliance and enforcement concerns

Investor advocacy groups expressed general concern regarding the lack of transparency and
the robustness of the SRO regulatory compliance and enforcement practices. They stated that
slow regulatory reforms undermine the improvement of conduct standards, and that the
following factors worsen enforcement outcomes:

39 Refer to Appendix A and B of this Consultation Paper for how IIROC and the MFDA seek and consider

stakeholder input into the development of their rules, policies and other similar instruments.
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e modest sanctions that are primarily designed as a deterrence tool (instead of
delivering investor restitution),

e governance shortcomings, such as those noted in sub-issue i) above,

e SRO rules regarding complaint handling that lead to relatively low levels of
complaints reaching litigation.

Specifically, two investor advocacy groups noted instances where SROs levied sanctions
against representatives only, even when dealer member supervision and compliance
deficiencies were also apparent. They expressed concern regarding a lack of transparency in
notices of disciplinary actions, decisions and settlements regarding findings of potential
culpability of dealer members and senior management. They concluded that this approach
leaves the perception that SROs are more concerned about protecting member firms rather than
the investing public, and accordingly, do not assist in effectively deterring misconduct, thereby
not preserving public confidence, consumer protection and market integrity.

Two investment industry associations also raised concerns about one SRO taking a punitive
approach to its enforcement proceedings, in contrast to another SRO which they viewed as
more focused on remediation. One of these stakeholders noted the presence of inconsistencies
among SRO sanctions for the same type of infraction or instance of non-compliance.

V) CSA oversight of SROs

Several stakeholders expressed concern that the current regulatory structure does not result in
the SROs being sufficiently accountable to the CSA.*° The following are examples of concerns
raised by stakeholders:

e the CSA does not appoint or have veto over SRO board members or key executive
staff, nor does the CSA have a seat on the board,

e the SRO rule exemption process is not designed to ensure SRO accountability to the
CSA, and

e the CSA SRO oversight reviews leave a perception that the reviews focus mainly
on technical issues.

Two investment industry associations representing registrants directly regulated by the CSA
raised concerns that SROs are inherently conflicted, have compliance programs that are suited
to larger firms and are not sustainable for small dealers due to the regulatory burden and related
costs.

Targeted Outcome for Consideration

A regulatory framework that promotes a clear, transparent public interest mandate with an
effective governance structure and robust enforcement and compliance processes.

40 Refer to section 2 of this Consultation Paper for details on the oversight of SROs in Canada.
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Consultation Questions on Public Confidence
in the Regulatory Framework

Question 6.1: What is your view on the issue of public confidence in the
regulatory framework, and the stakeholder comments described above? Are
there other concerns in respect of this issue that have not been identified? If
possible, please provide specific reasons for your position and provide
supporting information, including the identification of data sources to quantify
the impact or evidence your position.

In addressing the question above, please consider and respond to the following,
as applicable:

a) Describe changes that could improve public confidence in the regulatory
framework.

b) Describe instances in the current regulatory framework whereby the
public interest mandate is underserved.

c) Describe instances of how investor advocacy could be improved.

d) Describe instances of regulatory capture in the current regulatory
framework.

e) Do you agree, or disagree, with the concerns expressed regarding SRO
compliance and enforcement practices? Are there other concerns with
these practices?

Question 6.2: Is the CSA targeted outcome for issue 6 described
appropriately? If yes, how can the targeted outcome be best achieved? If no,
what outcome(s) do you suggest and how can they be best achieved?

Issue 7: The Separation of Market Surveillance from Statutory Regulators (CSA)

ITROC was established through the combination of RS and the IDA and continues to carry out
the functions of both its predecessors to this day. Accordingly, in addition to carrying out the
oversight functions respecting investment dealers, [IIROC also carries out the prior RS market
surveillance functions, including supervision of member compliance with UMIR. Pursuant to
the recognition orders with IIROC Recognizing Regulators, [IROC conducts surveillance of
trading activity on Canadian debt and equity marketplaces. Any marketplace that retains
ITIROC as its regulation services provider to regulate equity trading activity is a marketplace
member. All firms operating as alternative trading systems must become dealer members, in
addition to being marketplace members.
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Marketplace operations are regulated by the applicable Securities Regulators,*! which require
IIROC to provide information necessary for investigations into possible market misconduct.*?
IIROC coordinates surveillance capabilities with other jurisdictions as a member of the
Intermarket Surveillance Group.** To enhance transparency in fixed income markets, the CSA
selected IIROC to be the information processor for trading in Canadian corporate debt
securities.**

Stakeholders raised concerns about possible information gaps and fragmented market visibility
resulting from market surveillance functions being separated from Securities Regulators.

i) Regulatory fragmentation and systemic risk

The MFDA expressed concerns regarding the ability of statutory regulators to effectively
monitor systemic risk and inform market structure policy without sufficient expertise and
direct access and control over market data.

ii) Member vs market regulation functions

An investor protection fund raised a question about the integration of member and market
surveillance in an SRO and the potential for conflicts that could possibly arise between the
obligations respecting the disruption to markets and maintaining market integrity versus
exposure to the investing public.

iii) Inefficient structure

The MFDA also questioned the appropriateness of the current market surveillance structure
and whether the CSA ought to play a larger role. The SRO noted that [IROC and the CSA
enforcement processes might be less effective, inefficient, and more costly as a result of the
duplication of surveillance and data analysis efforts between IIROC and the CSA.

Targeted Outcome for Consideration

An integrated regulatory framework that fosters timely, efficient access to market data and
effective market surveillance, to ensure appropriate policy development, enforcement, and
management of systemic risk.

41 If recognized, a marketllolace must conduct itself in accordance with the requirements outlined in NI 21-101,
National Instrument 23-101 Trading Rules, and any terms and conditions of recognition/registration or exemption.

42. The CSA is implementing in 2020 a Market Analytics Platform (MAP) which will serve as a data repository
with analytic tools to enhance enforcement effectiveness, including insider trading and market manipulation
investigations. The platform is intended to also expedite focused policy research and aid in investigating more
sophisticated and complex cases.

* The Intermarket Surveillance Group is comprised of over 30 exchanges around the world and its mandate is to
promote effective, cooperative market surveillance among international exchanges.

1 this role, IIROC publishes information on corporate bond trading on its dedicated Corporate Bond
Information website. Amendments to NI 21-101, in force as at August 31, 2020, subject to Ministerial approval,
prescribe mandatory post-trade transparency of trades in government debt securities. [IROC’s role as information

processor will be expanded to include transactions in government debt securities.
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Consultation Questions on the Separation of
Market Surveillance from Statutory Regulators (CSA)

Question 7.1: What is your view on the separation of market surveillance from
statutory regulators, and the stakeholder comments described above? Are
there other concerns in respect of this issue that have not been identified? If
possible, please provide specific reasons for your position and provide
supporting information, including the identification of data sources to quantify
the impact or evidence your position.

In addressing the question above, please consider and respond to the following,
as applicable:

a) Does the current regulatory structure facilitate timely, efficient and
effective delivery of the market surveillance function? If so, how? If not,
what are the concerns?

b) Does the continued performance of market surveillance functions by an
SRO create regulatory gaps or compromise the ability of statutory
regulators to manage systemic risk? Please explain.

Question 7.2: Is the CSA targeted outcome for issue 7 described
appropriately? If yes, how can the targeted outcome be best achieved? If no,
what outcome(s) do you suggest and how can they be best achieved?

7. Public Consultation Process and Next Steps

Public Consultation Process, Including Deadline for Comments

The CSA invites participants to provide input. You may submit written comments in electronic
form (preferred) or in hard copy. Please submit your comments in writing on or before
October 23, 2020. If you are not sending your comments by email, please send us an electronic

file containing submissions provided (in Microsoft Word format).

Please address your comments to each of the following:

Alberta Securities Commission

Autorité des marchés financiers

British Columbia Securities Commission

Financial and Consumer Services Commission (New Brunswick)
Financial and Consumer Affairs Authority of Saskatchewan
Manitoba Securities Commission

Nova Scotia Securities Commission

Nunavut Securities Office
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Office of the Superintendent of Securities, Newfoundland and Labrador

Office of the Superintendent of Securities, Northwest Territories

Office of the Yukon Superintendent of Securities

Ontario Securities Commission

Superintendent of Securities, Department of Justice and Public Safety, Prince Edward
Island

Please send your comments only to the addresses below. Your comments will be forwarded to
the other CSA member jurisdictions.

The Secretary

Ontario Securities Commission
20 Queen Street West, 22" Floor
Toronto, Ontario M5H 3S8

Fax: 416-593-2318

E-mail: comments@osc.gov.on.ca

Me Philippe Lebel, Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour Cominar

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

Fax: 514-864-6381

E-mail: consultation-en-cours@]lautorite.qc.ca

Certain CSA jurisdictions require publication of the written comments received during the
comment period. All comments received will be posted on the websites of each of the
ASC at www.albertasecurities.com, the AMF at www.lautorite.qc.ca and the OSC
at www.osc.gov.on.ca. Please do not include personal information directly in comments to be
published and state on whose behalf you are making the submission.

Questions

If you have any comments or questions, please contact any of the CSA staff listed below.

Doug MacKay Joseph Della Manna

Co-Chair - CSA Working Group Co-Chair - CSA Working Group
Manager, Market and SRO Oversight Manager, Market Regulation
British Columbia Securities Commission  Ontario Securities Commission
604-899-6609 416-204-8984
dmackay(@bcsc.be.ca jdellamanna(@osc.gov.on.ca
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Paula Kaner Jean-Simon Lemieux
Manager, Market Oversight Analyste expert
Alberta Securities Commission Autorité des marchés financiers
403-355-6290 514-395-0337, ext. 4366
paula.kaner(@asc.ca jean-simon.lemieux@Jlautorite.gc.ca
Liz Kutarna Jason Alcorn
Deputy Director, Capital Markets Senior Legal Counsel and Special Advisor
Financial and Consumer Affairs Authority to the Executive Director
of Saskatchewan Financial and Consumer Services
306-787-5871 Commission (New Brunswick)
liz.kutarna@gov.sk.ca 506-643-7857

jason.alcorn@fcnb.ca
Paula White Chris Pottie
Deputy Director, Compliance and Deputy Director, Registration & Compliance
Oversight Nova Scotia Securities Commission
Manitoba Securities Commission 902-424-5393
204-945-5195 chris.pottie@novascotia.ca

paula.white@gov.mb.ca

Next Steps

The issues and CSA targeted outcomes in this Consultation Paper likely affect key stakeholders
of the Canadian financial services industry. Upon the completion of the 120-day comment
period, the CSA staff will review all public comments submitted. The CSA expects to gather
a great amount of information from the consultation process, which will be used to inform our
approach going forward. The outcome of the consultation process will result in a paper with a
CSA proposed option whereby the CSA would seek further public comment.
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Appendix A - About IIROC
Governance

The ITROC Board of Directors consists of 15 members, with one position held by the president
and CEO and the remaining positions split evenly among independent and industry directors.
The industry directors are further subcategorized with five representing dealer members and
two representing marketplace members. Directors are limited to four consecutive terms. Each
term is two years in duration.*’

District Councils

There are ten I[IROC District Councils (District Council) representing all provinces and
territories. Each is comprised of 20 members with renewable terms of up to two years each.
Members are nominated by dealer members of the region and appointed by the District Council
Nominating Committee and must be an officer or an employee of a dealer member. The District
Council is responsible for regional approvals and membership matters, in addition to providing
a local perspective to national policy issues. The District Council also identifies appropriate
individuals for consideration on Enforcement Hearing Committees. The District Council
meetings are held on a monthly basis with special meetings scheduled as necessary.

The Canadian Investor Protection Fund

IIROC rules require dealer members to become members of and to contribute to CIPF, which
has been approved by the Securities Regulators to provide limited protection within prescribed
limits if property held by an [IROC dealer member on behalf of an eligible client is not returned
to the client following the firm’s insolvency.*® Missing property can include: cash, securities,
futures contracts, segregated insurance funds. Coverage for an individual client is limited to
$1M per account type.*’

CIPF Statistics as at December 31, 2019

Source of Funding Amount Available
General Fund $514M
Excess Insurance $440M
Lines of Credit $125M
Total $1,079M

(Source: 2019 CIPF Annual Audited Financial Statements)

4 https://www.iiroc.ca/about/Pages/Board-of-Directors.aspx

46 http://cipf.ca/
47 For a detailed description of all types of coverage, including coverage for corporations, partnerships, trusts and
other types of customers, visit: http://cipf.ca/Public/CIPFCoverage/WhatAretheCoverageLimits.aspx
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Dispute Resolution Process / Enforcement

IIROC assesses complaints made against its dealer member firms and their registered
employees, conducts investigations, and imposes disciplinary penalties where there have been
breaches of [IROC rules. Minor violations may be dealt with through the issuance of cautionary
letters. Other violations are addressed through disciplinary proceedings before IROC hearings
panels who have the authority to impose sanctions. Penalties can include fines, conditions on
current approval, suspensions, bans and other remedies deemed appropriate.

Registered firms that are members of [IROC must also ensure that an independent dispute
resolution or mediation service is made available at the firm’s expense to resolve complaints
made by clients about the trading or advising activity of the firm or its representatives. Firms
outside Québec must take reasonable steps to ensure that the OBSI is the service made
available.

Rulemaking

IIROC policy staff draft rule proposals and amendments. Proposals require Board of Director
approvals, publication for comment and CSA approval, following which the final rules notice
is published.*®

Registration and Proficiency

Registration as an investment dealer is a prerequisite for membership in IROC. An investment
dealer may act as a dealer or an underwriter in respect of any security. Dealer members may
elect to contract their back office, clearing and settlement operations, to another [IROC dealer
member, which is known as an introducing/carrying broker arrangement. There are four types
of such arrangements where the introducer takes on increasingly more responsibility for capital
and compliance when moving from Type 1 to Type 4.

Individual registration categories include: investment dealer dealing representative, ultimate
designated person, chief compliance officer, and permitted individuals of the firm. In
Manitoba, Ontario and Québec, there are other individual registration categories for individuals
trading in futures, options or derivatives. In certain jurisdictions, the registration function is
delegated to IIROC while in other jurisdictions, it is retained by the CSA member.

ITROC has categories* for individuals where at least one category must be selected; examples
include: executive, director, supervisor, and more. There is also an approval category of
portfolio management for those registered representatives that have been designated and
approved for the purpose of managing the investment portfolio of an investment dealer’s
clients through discretionary authority granted by clients. For registered representatives and
investment representatives at least one product-type speciality must be selected among
securities, options, futures contracts and options, mutual funds only, and non-trading.

48 https://www.iiroc.ca/industry/policy/Pages/default.aspx
4 Guide to IIROC Categories:
https://www.iiroc.ca/industry/registrationmembership/Documents/GuideCategories_en.pdf
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The National Registration Database (NRD), the CSA owned and operated database, is used to
manage registration information for individuals, including initial applications for registration
and any subsequent updates to this information. Individual applicants must meet the initial
proficiency requirements by demonstrating that they have the applicable education, training
and experience required for their category of individual registration, as outlined in the [IROC
proficiency requirements for registered individuals.>°

The proficiency requirement for registered representatives is the completion of the Canadian
Securities Course, the Conduct and Practices Handbook course and a 90-day training
programme during which time the individual has been employed with a dealer member on a
full-time basis. These individuals are allowed to sell securities, including mutual funds. Lastly,
IIROC has continuing education requirements for its registered individuals.’!

Summary of Key Information

i) ITROC Dealer Member Firm Statistics

As at December 31 2019 2018 2015 2010
Assets Under Management $3.0T $2.7T $2.2T $1.4T
Approved Persons 28,937 29,685 28,330 27,431
Active Member Firms 169 166 182 211

(Source: IIROC)

ii) ITROC Dealer Member Firms by Head Office Location as at December 31,
2019
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(Source: IIROC)

SO TIROC Rule 2900: Proficiency and Education:
https://www.iiroc.ca/RuleBook/MemberRules/RulesCollated _en.pdf

31 Guidance on ITROC’s Continuing Education Program: https://www.iiroc.ca/Documents/2019/25¢13375-8¢35-
4b5f-8e2b-4faf00599c12_en.pdf
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Appendix B - About the MFDA
Governance

The MFDA Board of Directors consists of six public directors, six industry directors, and the
president and CEO. The Governance Committee of the MFDA Board of Directors nominates
directors, and MFDA dealer members vote for their preferred candidate while the board
maintains ultimate discretion on who to elect.?

Regional Councils

There are four MFDA Regional Councils (Regional Councils) representing eight provinces,
split into four geographical regions: Atlantic, Central, Prairie, and Pacific. Each is comprised
of 4 — 20 appointed and elected members, with elected members serving terms of up to two
years. Appointed members are elected for terms of up to three years and consist of both
industry representatives and public representatives with an appointment committee used to
select both. Industry representatives are required to have prior securities experience but cannot
hold a current position or association with a dealer member. Public representatives require a
legal background and other set criteria. Responsibilities of the Regional Councils includes
consideration of policy matters, both national and regional, ad hoc board requests, and hearing
panel participation. The Regional Council meetings are scheduled as necessary and are not
held at regular intervals.

MFDA Investor Protection Corporation

MFDA rules require MFDA dealer members to contribute to the MFDA IPC. Coverage for
clients of MFDA dealer member firms, outside of Québec, respecting non-returned client
assets held by a dealer member in the event of its insolvency is up to $1 million for each of the
client’s general and separate accounts.

MFDA IPC Statistics as at June 30, 2019

Source of Funding Amount Available
General Fund $48M
Excess Insurance $20M
Lines of Credit $30M
Total $98M
(Source: 2019 MFDA TPC Annual Audited Financial
Statements)

32 https://mfda.ca/about/board-of-directors/
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Dispute Resolution Process / Enforcement

The MFDA assesses complaints made against its dealer members and their registered
individuals as well as conducts investigations and imposes disciplinary penalties for breaches
of the MFDA’s by-laws, rules or policies. Violations may be dealt with through administrative
resolutions including cautionary or warning letters. Violations may also be addressed through
disciplinary proceedings carried out by MFDA enforcement counsel before hearing panels of
the MFDA Regional Councils. Hearing panels are responsible for determining whether any
misconduct occurred and if so, whether any penalties should be imposed. Penalties may include
fines, suspension, termination and other remedial sanctions.

Registered firms that are members of the MFDA must also ensure that an independent dispute
resolution or mediation service is made available at the firm’s expense to resolve complaints
made by clients about the trading or advising activity of the firm or its representatives. Firms
outside Québec must take reasonable steps to ensure that the OBSI is the service made
available.

Rulemaking

The MFDA rulemaking process includes: discussion papers, Policy Advisory Committee
comments, Regulatory Issue Committee comments, Board of Director approvals, CSA
reviews, public comment periods, MFDA responses to comments, CSA approvals, MFDA
member approvals, and bulletin issues for final rules.>?

Registration and proficiency

When a mutual fund dealer applies to become a member of the MFDA, it must, at the same
time, apply to the Securities Regulators in every jurisdiction in which it intends to operate to
become registered as a mutual fund dealer. Mutual fund dealers may only act as a dealer in
respect of any security of a mutual fund or an investment fund that is a labour sponsored
investment fund corporation or labour sponsored venture capital corporation under legislation
of a jurisdiction of Canada.

The MFDA has four dealer levels for membership:

Level 1: A dealer that does not hold client cash, securities or other property and
introduces all of its accounts to a carrying dealer, which has joint compliance
responsibilities;

Level 2: A dealer that does not hold client cash, securities or other property. Dealers at
this level operate in a client name environment and do not use a trust account to hold
client cash;

Level 3: A dealer that holds client cash in a trust account but does not hold client
securities or other property. Dealers at this level operate in a client name environment
and use a trust account to hold client cash; and

33 https://mfda.ca/policy-and-regulation/
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Level 4: A dealer that acts as a carrying dealer, or any other dealer not covered by
Level 1, 2, or 3 (i.e. a dealer that holds client securities or other property in nominee
name accounts or in physical storage).

The MFDA also has individual registration for mutual fund dealer dealing representatives,
ultimate designated person, chief compliance officer, branch manager, alternate branch
manager, and permitted individuals of the firm. Similar to IIROC, the CSA’s NRD database is
used to manage applications for individual registrants and to access fitness for registration
information for MFDA individuals.

Proficiency for mutual fund dealer dealing representatives includes the passing of either the
Canadian Investment Funds Course Exam, the Canadian Securities Course Exam or the
Investment Funds in Canada Course Exam, or further proficiency of having obtained the CFA
Charter.

Summary of Key Information

i) MFDA Dealer Member Firm Statistics

As at December 31 2019 2018 2015 2010
Assets Under Administration $584B $517B $605B $271B
Approved Persons 78,251 80,017 83,000 73,000
Active Member Firms 88 90 103 139

(Source: MFDA)

ii) MFDA Dealer Member Firms by Head Office Location as at December 31,
2019
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Appendix C - Non-SRO Registered Firm and Individuals in Canada

Category Number of Firms En l;‘:}?;;;ﬁ
EMD 240 — firms registered as EMDs, only 1,140
PM 330 — includes firms registered as EMDs 1,500
IFM 520 — includes firms also registered as PMs and EMDs 4,140
SPD 6 2,446
Québec MFDs 19 — Mutual fund dealers registered only in Québec 682
Other 42 143

(Source: CSA records, 2020)
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Appendix D — About FINRA
FINRA’s Mandate, Delegation of Power and Funding

The Securities Exchange Act of 1934 and its subsequent amendments (including the Maloney
Act) set the foundation for self-regulation in the U.S. and provides FINRA with its formal
recognition and registration with the SEC.>* FINRA is predominantly funded through member
annual fees and fines. They enforce rules for all registered broker-dealer firms and registered
brokers in the U.S., perform compliance examinations, provide investor education, and foster
market transparency. The scope of their responsibility and authority includes regulation,
surveillance, examination, and discipline.

Board of Governance

FINRA is governed by a board of 24 members who are elected for 3-year terms through a
Nominating and Governance Committee.>> One position is held by the FINRA CEO and 13
positions are held by public members. The remaining 10 positions are for industry members
and are further subcategorized by firm size.

Dispute Resolution Processes

The FINRA Ombudsman operates independently from FINRA management, reporting directly
to the Audit Committee of the Board of Governance. The FINRA Ombudsman manages
complaints regarding FINRA operations, enforcement, and other FINRA activities.>®

The FINRA Investor Complaint Program is used to investigate allegations against brokerage
firms and their employees. The Enforcement Department files a complaint with the Office of
Hearing Officers when disciplinary action is necessary.’’ The resulting sanctions could include
fines, suspensions, or barring from the industry.’® Arbitration and mediation is used by FINRA
for dispute resolution proceedings and may also result in financial restitution to investors.>

The Securities Investor Protection Corporation

The Securities Investor Protection Corporation (SIPC) provides limited coverage to investors
in the event of brokerage insolvency and also includes coverage from unauthorized trading or
theft from their securities accounts. The coverage is limited to $500k per customer, including

>4 https://www.sec.gov/rules/concept/34-50700.htm
3 https://www.finra.org/about/governance/finra-board-governors

>6 https://www.finra.org/about/office-ombudsman/ombudsman-frequently-asked-questions

37 https://www.finra.org/rules-guidance/adjudication-decisions

>3 https://www.finra.org/investors/have-problem/file-complaint

39 https://www.finra.org/investors/have-problem/legitimate-avenues-recovery-investment-losses
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up to $250k for cash. SIPC coverage includes: notes, stocks, bonds, mutual funds, other
investment company shares, and other registered securities.®°

Investor Advocacy

Advisory committees are used to inform and provide feedback for FINRA rule proposals,
regulatory initiatives, and industry issues. There are 14 such committees at FINRA, including
the Investor Issues Committee which advises FINRA from the investor perspective, including
both retail and institutional investors. Rule reviews and regulatory initiatives are reviewed by
the Investor Issues Committee prior to presentation to the FINRA Board.®!

Rulemaking Process

FINRA has been consolidating the NASD Rules and NYSE Rules since the two entities merged
in 2007. Conversion spreadsheets are maintained by FINRA for member firms to use as a
reference during the transition process. The FINRA Rule Consolidation will harmonize
existing rules while giving consideration to the rapidly evolving industry.®?

Typically, the rulemaking process consists of 10 steps: new rule proposal, internal review,
presentation to committees, submission to board, regulatory notice process, filing with SEC,
SEC notice of proposal in the Federal Register, response to comments, SEC approval,
regulatory notices.®?

Registration and Proficiency

There are four registration categories:

Broker-dealers: includes full services and discount brokerages;

Capital acquisition brokers: advise on capital raising and corporate restructuring, act
as placement agents for sale of unregistered securities to institutional investors;

Funding portals: crowdfunding intermediaries; and

Individual registration: branch salespeople, branch managers, department
supervisors, partners, officers, and directors. A central registration depository is used
to manage the individual registrants, including their employment history, disciplinary
history and qualifications. Qualification exams are specific to particular securities
activities. Successful completion of these exams allows the registrant to perform
permitted activities specific to their competency level. For example, a Series 6
representative can sell only mutual funds, variable annuities, and similar products,

60 https://www.finra.org/investors/have-problem/your-rights-under-sipc-protection

6l https://www.finra.org/about/governance/advisory-committees#iic

62 https://www.finra.org/rules-guidance/rulebook-consolidation

63 https://www.finra.org/rules-guidance/rulemaking-process
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while a Series 7 representative can sell a broader selection of products. A continuing
education program is also maintained by FINRA.
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Appendix E — About the FCA
The FCA’s Mandate, Delegation of Power and Funding

Established during 2013 by Parliament of the U.K., the FCA is an independent body that strives
to protect consumers while promoting market integrity and effective competition and is funded
directly by industry, predominantly through statutory fees paid by authorized firms and
recognized investment exchanges.®* The FCA is responsible for regulating standards of
conduct, supervision of trading infrastructures, prudential regulation (for firms not regulated
by the PRA) and reviewing and approving the issues of securities for the following sectors:
general insurance, investment management, pensions and retirement income, retail banking
sector, retail investments, retail lending sector, and wholesale financial markets.®

Board of Governance

The FCA is governed by the chair and a board of 10 members, consisting of three executive
and seven non-executive members, appointed for three year terms, who are appointed by Her
Majesty’s Treasury based on recommendations from the Nominations Committee, with the
exception of two non-executive members who are jointly appointed by the Secretary of State
for Business, Innovation and Skills, and the Treasury.%¢

Dispute Resolution Processes

The FCA has enforcement powers which can include fines, suspensions, warnings, and
termination.®” Complainants may apply for compensation for any losses at the conclusion of a
trial,*® while the Financial Services Compensation Scheme may provide compensation in
instances where the firm has been declared ‘in default’.®® Both the FCA and PRA maintain a
handbook of rules for their regulated firms to comply with and perform supervision as part of
their continuing oversight of firms and individuals. The FCA utilizes a complaint scheme for
instances of unprofessionalism, bias, carelessness or unreasonable delay. It does not manage
complaints against individual firms, instead those complaints are made to the Financial
Ombudsman Service or the courts.”®

64 https://www.fca.org.uk/publication/corporate/our-mission-2017.pdf#fpage=7
65 https://www.fca.org.uk/about/sector-overview

66 https://www.fca.org.uk/about/fca-board and https://www.fca.org.uk/publication/corporate/fca-corporate-
governance.pdf

67 https://www.fca.org.uk/about/enforcement

68 https://www.fca.org.uk/consumers/rights-victims

69 https://www.fca.org.uk/consumers/claim-compensation-firm-fails

70 https://www.fca.org.uk/consumers/how-complain
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Investor Advocacy

Four independent statutory panels advise the FCA on policy development and the identification
of market risks.”! The Financial Services Consumer Panel, one of the four statutory panels,
represents the interests of consumers during policy development.”? This panel is independent
from the FCA and thus permitted to publish their views and opinions on the FCA’s activities.
Panel members are often nominated by trade associations and have a variety of financial
services backgrounds.

Rulemaking Process

The FCA publishes the Quarterly Consultation Paper for minor changes to the FCA Handbook
while individual consultation papers are used for proposed changes which are more
substantive. The FCA issues a Policy Statement following the consultation period, including
the new or revised Handbook Rule. Finalised Guidance, including feedback from the
consultation, is published following the Policy Statement.”?

Authorization, Registration, and Proficiency

The FCA regulates all financial services activities and consumer credit in the U.K.”* FCA
authorization and/or registration is required by any firm or individual offering financial
services, investment products or regulated activities such as loans, financing, and consumer
credit.”® Individual training and competence is based on job responsibilities, with the FCA
specifying the qualifications necessary to perform a specific activity and firms’ monitoring for
compliance.”®

The FCA regulates the following: banks, building societies and credit unions, claims
management companies, consumer credit firms, electronic money and payment institutions,
financial advisors, fintech and innovative businesses, general insurers and insurance
intermediaries, investment managers, life insurers and pension providers, mortgage lenders
and intermediaries, mutual societies, sole advisors, and wealth managers.

7l https://www.fca.org.uk/about/uk-regulators-government-other-bodies/statutory-panels

2 https://www.fs-cp.org.uk/consumer-panel/what-panel

73 https://www.fca.org.uk/what-we-publish

74 https://www.gov.uk/registration-with-the-financial-conduct-authority

e https://www.fca.org.uk/firms/authorisation/when-required

and https://www.fca.org.uk/firms/authorisation/how-to-apply/activities

76 https://www.fca.org.uk/firms/training-competence
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Appendix F — Table of References

In the course of the informal consultation, stakeholders referenced various publicly accessible
documents to support their views. Examples of those documents are listed below. The views,
opinions or conclusions expressed in these documents do not necessarily represent the views

of the CSA.

The documents listed below are cross-referenced to the issue in section 6 in respect of which
the document was raised or considered.

In addition, IIROC and the MFDA have published their own separate position papers on the
SRO regulatory framework. Those publications are available on their respective websites.

Issue 5 — Investor Confusion

1.

OSC Staff Notice 31-715

https://www.osc.gov.on.ca/documents/en/Securities-Category3/20150917-mystery-
shopping-for-investment-advice.pdf

ITROC Notice 15-0210
https://www.iiroc.ca/Documents/2015/d483c130-adad-4e86-8f0f-735050fe7fdc_en.pdf
MFDA Bulletin #0658-C

https://mfda.ca/wp-content/uploads/Bulletin0658-C.pdf

ITROC Notice 13-005: Use of Business Titles and Financial Designations
https://www.iiroc.ca/Documents/2013/4e2e7417-7b4b-43d6-a47a-e14a9d7cb7f8_en.pdf

FAIR Canada’s Submission to CSA on the Proposed Scope of the Review of Self-
Regulatory Organizations

https://faircanada.ca/submissions/submission-to-csa-on-the-proposed-scope-of-the-
review-of-self-regulatory-organizations/

Issue 6 — Public Confidence in the Regulatory Framework

6.

7.

IOSCO Publication: Credible Deterrence in the Enforcement of Securities Regulation
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD490.pdf

ITIROC Rule 2500B: Client Complaint Handling
https://www.iiroc.ca/Rulebook/MemberRules/Rule02500B_en.pdf
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From: hello@dwgood.com

Sent:

To:

Subject: SRO Framework response
Attachments: Statement_780681_Dec-2019.pdf

EXTERNAL EMAIL

Dzar Sirs/Madam:

“onderstand the deadline to respond to the consultation paper has come and gone but | thought | should respond.
riaving been licensed as a representative since 1981 and as a mutual funds dealer firm since 1996 | have a tenured
riistory that may offer some insight into a smaller dealer. The primary reason | did not respond to the consultation paper
is also the very reason that | find it difficult to function under the MFDA framework — | am too busy and the amount and
vorying tasks are at times overwhelming. | am asked to be an expert on everything and this is daunting so | “pick my
vattles”.

| have attached a statement from my RRSP to illustrate that | have the ability to process complex data and simplify it to
achieve what | want. In this case making money.. does not go back very far (-) but to give you a some context my
{07al RRSP deposits since | began contributing has been S- as | have not generated earned income for many years
frem my mutual fund dealer corporation D.W. Good Investment Company. | also went through a divorce proceeding in
i. and had to transfer close to half of my RRSP to my spouse at the time and also set up a RRIF for S- from my
BESP a couple of years ago. So having a current RRSP of close to $- means something. Investments outside of my
RPSP have generated similar results.

'Mhat | would like to say is that | was better off as a small dealer operating under the ASC before the SRO bodies came
irto existence and would prefer to be overseen solely by them again.

I lhope this find you well,
en Good

President
D.JN. Investment Co. Ltd.
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October 28, 2020
VIA EMAIL

Alberta Securities Commission

Autorité des marchés financiers

British Columbia Securities Commission

Financial and Consumer Services Commission (New Brunswick)
Financial and Consumer Affairs Authority of Saskatchewan

Manitoba Securities Commission

Nova Scotia Securities Commission

Nunavut Securities Office

Office of the Superintendent of Securities, Newfoundland and Labrador
Office of the Superintendent of Securities, Northwest Territories

Office of the Yukon Superintendent of Securities

Ontario Securities Commission

Superintendent of Securities, Department of Justice and Public Safety, Prince Edward
Island

The Secretary

Ontario Securities Commission

20 Queen Street West, 22nd Floor
Toronto, Ontario

M5H 3S8

E-mail: comments@osc.gov.on.ca

Me Philippe Lebel, Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour Cominar

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

E-mail: consultation-en-cours@lautorite.qc.ca

Dear Sirs/Mesdames:

Re: CSA Consultation Paper 25-402 — Consultation on the Self-Regulatory
Organization Framework (the “Consultation Paper”)

The Canadian Advocacy Council of CFA Societies Canada’ (the “CAC”)
appreciates the opportunity to provide the following comments on the Consultation

"The CAC is an advocacy council for CFA Societies Canada, representing the 12 CFA Institute Member
Societies across Canada and over 18,000 Canadian CFA charterholders. The council includes investment
professionals across Canada who review regulatory, legislative, and standard setting developments
affecting investors, investment professionals, and the capital markets in Canada. Visit www.cfacanada.org to
access the advocacy work of the CAC.

CFA Institute is the global association of investment professionals that sets the standard for professional
excellence and credentials. The organization is a champion of ethical behavior in investment markets and a
respected source of knowledge in the global financial community. Our aim is to create an environment
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Paper. We believe the questions raised in the Consultation Paper are important and
timely. In reviewing the Paper, we note and agree with many of the concerns raised by
stakeholders in the CSA’s informal consultation process.

Before moving to responses to the specific questions raised in the Consultation Paper,
we believe a statement of our “first principles’ in consideration of this subject matter is
worthwhile, along with their application to the future of self-regulation in the securities
industry in Canada.

1. Accountability to the Public Interest

While the public interest is already addressed in both IIROC’s and the MFDA'’s
governance statements (mission, vision, values, etc.), we believe that this is an
evolutionary inclusion rather than a core design principle being consistently
applied to their structures and their delivery of securities regulation. Vestiges of
their historical and primary accountability to industry remain influential, and this
must be addressed more directly to move forward. Adopting accountability to the
public interest as a design principle demands changes to the governance
structures of self-regulatory organizations (“SROs”) in Canada, starting with
requirements for a majority independent Board, a Chair that is an independent
director, and cascading structural requirements to other governance bodies such
as district/regional councils and other decision-making committees to prioritize
the public interest.

2. Transparency

Public trust is essential to the effective functioning of any self-regulatory body,
and it withers in the absence of transparency. While we acknowledge the recent
improvements in transparency within certain SRO structures, we remain
concerned that material regulatory decision-making powers still reside in
cloistered industry-only bodies such as district/regional councils, and that this has
material cultural effects on the broader industry. We strongly suggest revision of
the decision-making powers, transparency obligations and composition of these
bodies, such that confidence can be had that decisions are being made in the
public interest without undue influence of industry. Additional transparency
around enforcement proceedings is also warranted, such as representative
penalty guidelines, the impact of precedents, and ameliorating circumstances
being more clearly outlined in decision documents. The public trust is degraded
when offenders are sanctioned in ways that are inexplicable on the basis of an
objective reading of the facts published. There should also be confidence that
systemic and root causes for common compliance and enforcement issues are
being routinely investigated and addressed, rather than treated serially and
symptomatically. Transparency around identified issues and their investigation is
essential to maintaining this confidence.

3. Professionalism

where investors’ interests come first, markets function at their best, and economies grow. There are more
than 177,600 CFA charterholders worldwide in 165 markets. CFA Institute has nine offices worldwide and
there are 160 local member societies. For more information, visit www.cfainstitute.org.
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We believe that professionalism, competency, and quality of advice should be
explicit goals for action on the SRO framework. Proficiency artifices designed
around deteriorating barriers between product silos and registration categories
serve no greater purpose and must be eliminated. We believe that an overriding
culture of encouraging professionalism and competency beyond minimum
requirements for registration must be established and fostered. The groundwork
for a more meaningful, uniform, and less perfunctory continuing education
program must be established for financial advice, focusing not on the specifics of
products or practice management, but on continued development of the skills
necessary to deliver competent, effective, professional and ethically-grounded
financial advice to Canadians.

4. Regulatory Efficiency

At the heart of the argument for self-regulation is regulatory efficiency. To this
end, we believe the case has been soundly made for SRO consolidation,
particularly if it serves as an opportunity to reflect on and entrench the public
interest and other design principles moving forward. We believe the case for
consolidation of other regulatory categories into the SRO framework has not
been made. While we can see potential merits of the application of a rules-driven
SRO approach to the scholarship plan dealer (“SPD”) registration category, we
believe it deserves more study by the CSA, as we believe this study may lead to
questioning the continued existence of this registration category altogether.
Continuing to the portfolio manager (“PM”) and exempt-market dealer (‘EMD”)
registration categories, we’'ve seen no evidence that integration into a rules-
driven SRO regulatory framework would either be straightforward or have clear
benefits to any stakeholder group. We believe it would be intensely disruptive to
industry, have unclear benefits to investors and the public, and only serves as an
effective distraction from the clear benefits of consolidation of the existing SROs.
Further, we believe that the principles-based framework applied to these
registration categories by the CSA functions well in practice and is adaptive to
the wide variety of business models under these categories, as opposed to the
more homogenous business models currently under SRO supervision (or in the
SPD registration category).

5. Market Integrity

We believe that the current SRO-led market surveillance function works well and
should not be a foundational basis for SRO reform. While we can see room for
potential improvements and better integration with market-oversight groups
within the CSA (and would encourage the same), we don’t believe that the CSA
is well-equipped from a structural or functional perspective to take on market
surveillance, and believe that such a transition could be disruptive to market
confidence and the effectiveness of key surveillance activities. We would
encourage and look forward to participating in a future parallel dialogue on
potential avenues for more effective coordination and integration between IIROC
(or a successor SRO) and the related CSA functions in this area.

6. Investor Protection
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We believe the cause of investor protection is best served in this debate by
solving for the principles we’ve outlined above — namely accountability to the
public interest, transparency, and professionalism. SRO governance and
decisioning that is transparent, accountable, and not unduly influenced by
industry considerations serves this cause. Registrants that are more competent,
proficient, and ethically-minded inherently lead to fewer investor protection
issues. A compliance and enforcement culture and paradigm that is designed,
implemented, and consistently applied to inspire public confidence is also a
critical element for investor protection. We believe that if properly executed, there
is a generational opportunity in front of us to pull together the best of what
already exists within certain areas of the SRO landscape and perform a cultural
reset of registrant expectations and enforcement that serves the cause of
investor protection.

General Consultation Questions

A. The CSA is seeking general comments from the public on the issues and targeted
outcomes identified, as well as any other benefits and strengths not listed in section 4
that should be considered. In addition, please identify if there is any other supporting
qualitative or quantitative information that could be used to evidence each issue and/or
quantify the impact of the issues noted in the Consultation Paper.

We believe confidence and trust of the public is critical to the effective functioning
of our markets, and thus a credible and transparent SRO framework is essential. While
there are further details to be considered and proposed by the CSA, we support the
general premise of a merger between the existing SROs. Given the current regulatory
structure and information presented, we do not support any proposal that would bring
registrants such as EMDs, investment fund managers (“IFMs”), PMs or SPDs into the
purview of SRO regulation. We believe additional analysis and evidence is required to
support consolidation beyond registration categories currently under SRO oversight and
would be curious about what analysis would yield for the SPD registration category.

In the PM registration category, several Canadian jurisdictions impose a statutory
fiduciary duty on registrants when managing the investment portfolio of a client through
discretionary authority. As CFA charterholders, we uphold our Code of Ethics and
Standards of Professional Conduct, which requires us to put the interests of our clients
ahead of our own. We query whether the impact of these standards of investor
protection could be diminished, contrary to the public interest, if a single SRO were to
absorb regulation of a wider array of registration categories. It is imperative to point out
that many portfolio managers have arrangements with IIROC dealer members to act as
custodians (and thus their clients may already have access to investor protection funds
in the event of the bankruptcy of such a dealer when acting as custodian). For this and
other reasons, we believe the systemic risk posed by portfolio managers is not as acute
as by other registrants. Further, we’re not aware of widespread instances (other than
isolated instances of outright fraud and/or misappropriation of funds) where the
insolvency of a portfolio management firm led to major investor losses, because of the
segregation of client assets from that of the firm that is implicit in the business model of
the registration category.
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The efficacy of the portfolio management segment’s higher standards is evidenced
by OBSI’s latest annual report, where portfolio managers do not generate many investor
complaints based on their advisory activities. In its 2019 report, OBSI indicated that of
the 388 cases opened during its most recent fiscal year, only 14 were from the portfolio
manager registration category (with 1 additional case from a restricted portfolio
manager). This is notably low relative to the 200 IIROC cases and 138 cases involving
MFDA members 2. Unless there is evidence to the contrary that portfolio managers
should be regulated by an SRO, we are opposed to such a disruptive, burdensome, and
potentially duplicative change to our regulatory structure that in our view doesn’t yield
clear investor or public benefits.

We generally question the appropriateness of the rules-based regulatory approach
of an SRO to the multitude of business models that exist within the exempt market
dealer and portfolio manager registration categories. We’re particularly concerned with
respect to portfolio managers (many of whom also carry investment fund manager
registrations) as to the fit of this more prescriptive regulatory approach given the high
conduct standards already imposed on the often-related PM and IFM registration
categories. To apply these prescriptive rules to the wide variety of business models and
sizes of businesses present in the PM and EMD categories appears to us to be both
burdensome and unworkable.

B. Are there other issues with the current regulatory framework that are important for
consideration that have not been identified? If so, please describe the nature and scope
of those issues, including supporting information if possible.

With respect to the governance structure of the future SRO, we would strongly
support a requirement to have a majority of independent directors as well as an
independent Chair. Some SRO directors should also be required to have relevant
experience with respect to investor protection issues, as has already been proposed and
implemented by IIROC. In addition, a cooling-off period prior to being considered
independent should be required and an examination should occur with respect to the
appropriate term limit length for all directors. Governance improvements and
transparency (as previously highlighted) in decision-making SRO committees and
district/regional councils could also be materially improved. Wider measures could also
be taken to enhance the governance structure of SROs, including, as suggested in a
position paper released by CFA Institute entitled “Self-Regulation in the Securities
Markets — Transitions and New Possibilities”® , ensuring that SROs are subject to the
same transparency and public reporting requirements imposed on primary or statutory
regulators. Complaints about the SRO by SRO members could be handled by way of a
member escalation process within the current CSA framework.

We note that it is currently difficult for investors to gain information similar to the
IIROC AdvisorReport on their advisors from either the CSA or the MFDA site. It would be

2 0OBSI’s 2019 annual report, online: Ombudsman for Banking Services and Investments
<https://www.obsi.ca/Modules/News>.

3 Self-Regulation in the Securities Markets — Transitions and New Possibilities, online: CFA Institute
<https://www.cfainstitute.org/-/media/documents/article/position-paper/self-requlation-in-securities-markets-
transitions-new-possibilities >
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preferable to make similar information available for all registrants in a consolidated and
comparable way.

C. Are any of the CSA targeted outcomes listed more important from your perspective
than other outcomes? Please explain.

We believe that the investor-focused targeted outcomes should be regarded as
primary, with particular focus on the targeted outcome that demands “... a clear,
transparent public interest mandate with an effective governance structure and robust
enforcement and compliance processes.” All recommendations and action resulting from
this process should be evaluated on the basis of this litmus test.

D. With respect to Appendix F, are there other documents or quantitative information /
data that the CSA should consider in evaluating the issues in light of the targeted
outcomes noted in this Consultation Paper? If so, please refer to such documents.

We are not aware of material additional information for consideration.
Issue 1: Duplicative Operating Costs for Dual Platform Dealers

Question 1.1: What is your view on the issue of duplicative operating costs, and the
stakeholder comments described above? Are there other concerns in respect of this
issue that have not been identified? If possible, please provide specific reasons for your
position and provide supporting information, including the identification of data sources
to quantify the impact or evidence your position. In addressing the question above,
please consider and respond to the following, as applicable: a) Describe instances
whereby the current regulatory framework has contributed to duplicative costs for dealer
members and increased the cost of services to clients. b) Describe instances whereby
those duplicative costs are necessary and warranted. ¢c) How have changes in client
preferences and dealer business models impacted the operating costs of dealer member
firms?

We do not believe there is a significant benefit to a continuing regulatory
framework that results in duplicative operating costs, many of which are ultimately borne
by the end investor. Costs should be minimized to the extent possible without prejudicing
investor protection and effective compliance or enforcement. We believe product
innovation and investor access to new (and often lower-cost) products should not be
artificially impeded by the registration category of the firm or registrant they face. We
believe that much of the compliance and operational oversight associated with dual
platform dealers is duplicative, not of public/investor benefit, and could be quickly
eliminated through SRO consolidation, with the focus of compliance systems turned
towards more productive and investor-centric ends.

Question 1.2: Is the CSA targeted outcome for issue 1 described appropriately? If yes,
how can the targeted outcome be best achieved? If no, what outcome(s) do you suggest
and how can they be best achieved?

We agree that the targeted outcome is appropriately described. We believe in
regulatory efficiency as a guiding principle.
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Issue 2: Product-Based Regulation

Question 2.1: What is your view on the issue of product-based regulation, and the
stakeholder comments described above? Are there other concerns in respect of this
issue that have not been identified? If possible, please provide specific reasons for your
position and provide supporting information, including the identification of data sources
to quantify the impact or evidence your position. In addressing the question above,
please consider and respond to the following, as applicable: a) Are there advantages
and/or disadvantages associated with distributing similar products (e.g. mutual funds)
and services (e.g. discretionary portfolio management) to clients across multiple
registration categories? b) Are there advantages and/or disadvantages associated with
representatives being able to access different registration categories to service clients
with similar products and services? c) What role should the types of products distributed
and a representative’s proficiency have in setting registration categories? d) How has
the current regulatory framework, including registration categories contributed to
opportunities for regulatory arbitrage?

We increasingly question the appropriateness of product-based regulation
generally, as we continue to see clear barriers between product types deteriorate as
financial products and services innovate to respond to investor needs. In lieu of product-
based regulation, we advocate for a model where regulation is based on scope and
quality of advice, and corresponding business models. Investors should have
confidence that their needs are being served with homogenous regulatory expectations
regardless of the product or service that is recommended or sold.

We would not support any changes that would result in lower proficiency
requirements for registrants providing investment advice. We are also concerned about
investor confusion that can arise from discretionary portfolio management from an IIROC
registrant, and believe that regulatory expectations and application should be
harmonized between the IIROC and CSA platforms in this area. We believe
harmonization of registration categories (such as for PMs and APMs) should be
accelerated to minimize investor confusion. We’re also supportive of accelerated policy
action on title reform for securities registrants.

As noted elsewhere in the Consultation Paper, the IIROC proficiency upgrade
rule requires that an individual formerly registered with an MFDA firm be qualified within
270 days of approval as a representative on the IIROC platform. While we understand
that a proficiency gap will exist between basic individual registration categories after any
merger between the MFDA and IIROC, we believe that this gap should be rectified for
legacy registration categories within a reasonable period of any reorganization. We
would advocate for a reframing of minimum requirements focused on skills, competency,
and professionalism, with less regard to the specific scope of products sold by a given
registrant.

Question 2.2: Is the CSA targeted outcome for issue 2 described appropriately? If yes,
how can the targeted outcome be best achieved? If no, what outcome(s) do you suggest
and how can they be best achieved?
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We believe the targeted outcome is appropriately described, and best achieved
through a merger of existing SROs, followed by a principles-based and progressive
integration of rules and registration categories.

Issue 3: Regulatory Inefficiencies

Question 3.1: What is your view on the issue of regulatory inefficiencies and the
stakeholder comments described above? Are there other concerns in respect of this
issue that have not been identified? If possible, please provide specific reasons for your
position and provide supporting information, including the identification of data sources
to quantify the impact or evidence your position. In addressing the question above,
please consider and respond to the following, as applicable: a) Describe which
comparable rules, policies or requirements are interpreted differently between IIROC,
the MFDA and/or CSA; and the resulting impact on business operations. b) Describe
regulatory barriers to the distribution of similar products (e.qg. ETFs) available in multiple
registration categories. ¢) Describe any regulatory risks that make it difficult for any one
regulator to identify or effectively resolve issues that span multiple registration
categories.

We understand and agree with the concerns underlying this issue. We believe
(as stated previously) that investor interests are not well-served by drawing artificial
barriers in regulation between product categories that serve the same investor needs.
We believe investors are best served when they can have confidence that their needs
are being served with generally homogenous regulatory expectations regardless of the
product or service that is recommended, provided, or sold.

We are concerned with specific instances of regulatory inconsistency and
understand that rules relating to borrowing funds to invest in securities may be
interpreted and implemented differently under SRO and CSA rules. Pursuant to section
13.13(1) of National Instrument 31-103 Registration Requirements, Exemptions and
Ongoing Registrant Obligations, there is a prescribed written risk statement that must be
provided to clients if a registrant recommends that a client use borrowed money to
finance any part of a purchase of a security, and similar disclosure is required under
IIROC Dealer Member Rule 29.26 and MFDA Rule 2.6. Despite the prescriptive
disclosure requirements, and a requirement that borrowing is a factor to be considered in
making suitability determinations, we have been led to believe that compliance
standards differ in the application of these standards between regulators.

We remain concerned with the different regulatory framework currently applicable
to the sale of insurance products that serve similar investor needs to securities-regulated
products, namely segregated funds. Particularly given the dual registrations of many
insurance salespersons with a securities regulator or an SRO, we’re concerned about
the inconsistent application of regulatory standards by product type, which confuses
investors/clients and degrades the public trust in advice. While we understand the
insurance guarantee and term are supposed differentiators, segregated fund products
can be extremely similar in effect, features, and appearance to structured products and
funds sold under the securities regime. To compound the confusion, they are often
offered by the same advisor. The securities regulatory regime has been more
progressive on disclosure and operating requirements for these products, and the
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insurance regulations have not kept up. Consistent regulation would result in regulatory
efficiencies, cost savings and consistent fair treatment of clients and negate regulatory
arbitrage opportunities. It would also bolster public confidence in the advice they'’re
receiving holistically.

We also believe it is important to continue to examine referral arrangements
between dealers regulated by an SRO and CSA registrants, to ensure that clients know
to whom they are speaking, and each party’s respective obligations are clearly defined.
We believe rules should be harmonized and consistently applied across regulatory
platforms.

Question 3.2: Is the CSA targeted outcome for issue 3 described appropriately? If yes,
how can the targeted outcome be best achieved? If no, what outcome(s) do you suggest
and how can they be best achieved?

We believe the targeted outcome is described appropriately and agree with its
direction. We believe the outcome is best achieved through a merger of existing SROs
and a pointed focus on harmonization of regulatory expectations between different
regulators to inspire greater public confidence that the advice that investors receive is
subject to consistent, appropriate, and rigorous regulatory requirements.

Issue 4: Structural Inflexibility

Question 4.1: What is your view on the issue of structural inflexibility, and the
stakeholder comments described above? Are there other concerns in respect of this
issue that have not been identified? If possible, please provide specific reasons for your
position and provide supporting information, including the identification of data sources
to quantify the impact or evidence your position. In addressing the question above,
please consider and respond to the following, as applicable: a) How does the current
regulatory framework either limit or facilitate the efficient evolution of business? b)
Describe instances of how the current regulatory framework limits dealer members’
ability to utilize technological advancements, and how this has impacted the client
experience. c¢) Describe factors that limit investors’ access to a broad range of products
and services. d) How can the regulatory framework support equal access to advice for
all investors, including those in rural or underserved communities? e) How have changes
in client preferences impacted the business models of registrants that are required to
comply with the current regulatory structure?

We believe this issue is appropriately identified and presents a broad impediment
to the pursuit of professionalism, improving competency, and high standards of
investment advice across the investment industry. We believe the proficiency upgrade
requirement is an artificial barrier for registrants looking to upskill and offer a wider
variety of products to their clients. These registrants are often disincentivized by the
dealer platform switching costs, costs of renewing proficiency courses, and the
differences in allowable compensation and tax-planning structures between the SRO
platforms. We believe that registrants should be holistically encouraged to pursue a
higher standard of minimum competency, continuing skills development,
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professionalism, and the delivery of ethically-centered advice to clients as part of the
path forward.

Question 4.2: Is the CSA targeted outcome for issue 4 described appropriately? If yes,
how can the targeted outcome be best achieved? If no, what outcome(s) do you suggest
and how can they be best achieved?

We agree with the description of the targeted outcome, but choose to interpret its
direction as demanding a progressive proficiency framework for registrants into the
future, focused on minimum proficiency standards that are responsive to innovation,
building professionalism, and ensuring that skills development is encouraged towards
the delivery of high-quality and ethically-centered investment advice regardless of
registrant category.

Issue 5: Investor Confusion

Question 5.1: What is your view on the issue of investor confusion, and the stakeholder
comments described above? Are there other concerns in respect of this issue that have
not been identified? If possible, please provide specific reasons for your position and
provide supporting information, including the identification of data sources to quantify the
impact or evidence your position. In addressing the question above, please consider and
respond to the following, as applicable: a) What key elements in the current regulatory
framework (i) mitigate and (ii) contribute to investor confusion? b) Describe the
difficulties clients face in easily navigating complaint resolution processes. c) Describe
instances where the current regulatory framework is unclear to investors about whether
or not there is investor protection fund coverage.

Investors (particularly retail investors) should not be expected to understand the
multitude of registration and regulatory acronyms utilized by the industry, nor the
nuanced differences in the scope and function of all the existing registration categories
across platforms. Harmonization of regulatory expectations and simplification of
structures such that investors can have holistic confidence in the advice they’re receiving
should be a primary goal of revising the SRO framework.

As noted in the Consultation Paper, the potential for confusion is particularly
acute with respect to redress mechanisms available to investors. We believe in the
power of a singular empowered dispute resolution body, and clear and investor-friendly
expectations on all securities registrants as to the progress of disputes and complaints
through internal resolution structures to the external dispute resolution body. We believe
that this process should be homogenous to investors regardless of the registrant they
face. We also believe that an ombudsperson should be empowered to investigate and
opine on potential solutions to systemic issues identified through investor complaints and
disputes.

Question 5.2: Is the CSA targeted outcome for issue 5 described appropriately? If yes,

how can the targeted outcome be best achieved? If no, what outcome(s) do you suggest
and how can they be best achieved?
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We believe that this targeted outcome is described appropriately and should
function as an overriding litmus test for any recommendation that comes from this
consultation and process. We believe that this outcome is best achieved through
continued pursuit of regulatory harmonization, increased and consistent standards for
investment advice, and simplification of the regulatory landscape starting with a merger
of the existing SROs, with material investor-minded improvements to the SRO structure
aligned with the ‘first principles’ we’ve outlined above.

Issue 6: Public Confidence in the Regulatory Framework

Question 6.1: What is your view on the issue of public confidence in the regulatory
framework, and the stakeholder comments described above? Are there other concerns
in respect of this issue that have not been identified? If possible, please provide specific
reasons for your position and provide supporting information, including the identification
of data sources to quantify the impact or evidence your position. In addressing the
question above, please consider and respond to the following, as applicable: a) Describe
changes that could improve public confidence in the regulatory framework. b) Describe
instances in the current regulatory framework whereby the public interest mandate is
underserved. c) Describe instances of how investor advocacy could be improved. d)
Describe instances of regulatory capture in the current regulatory framework. e) Do you
agree, or disagree, with the concerns expressed regarding SRO compliance and
enforcement practices? Are there other concerns with these practices?

We've extensively covered answers to these questions already (see ‘first
principles’ above), and believe that developments need to be made to governance and
the enforcement and compliance processes at the SROs in order for this SRO review to
be judged as successful. To the extent product-focused regulation continues, changes
that would improve public confidence in the regulatory framework involve further work
explaining to investors the collaborative nature of Canada’s regulatory agencies, and
work to further harmonize requirements wherever possible towards consistent standards
of advice and disclosure on the basis of the investor faced and advice offered rather
than the product sold or recommended. It’s critical that regulators be accountable to the
public interest, and this demands evolution of the SRO framework.

As noted above, we have concerns with respect to the patchwork of investor
redress mechanisms. We query whether it remains appropriate for both of the SROs to
be members of the Joint Regulators Committee.

Question 6.2: Is the CSA targeted outcome for issue 6 described appropriately? If yes,
how can the targeted outcome be best achieved? If no, what outcome(s) do you suggest
and how can they be best achieved?

We believe the targeted outcome is appropriately described, and believe this
outcome is clear in demanding substantive and urgent change from the CSA through
SRO consolidation and material changes to the SRO framework aligned with the ‘first
principles’ outlined earlier.

Issue 7: The Separation of Market Surveillance from Statutory Regulators (CSA)
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Question 7.1: What is your view on the separation of market surveillance from statutory
regulators, and the stakeholder comments described above? Are there other concerns in
respect of this issue that have not been identified? If possible, please provide specific
reasons for your position and provide supporting information, including the identification
of data sources to quantify the impact or evidence your position. In addressing the
question above, please consider and respond to the following, as applicable: a) Does the
current regulatory structure facilitate timely, efficient and effective delivery of the market
surveillance function? If so, how? If not, what are the concerns? b) Does the continued
performance of market surveillance functions by an SRO create regulatory gaps or
compromise the ability of statutory regulators to manage systemic risk? Please explain.

We would refer you to our prior principles-based comment on this topic. While
the separation of market surveillance from statutory regulators may not be ideal from a
theoretical perspective in the eyes of some stakeholders, we believe the current system
functions well, are not aware of any serious issues with respect to the current market
surveillance function, and believe wholesale change could be disruptive without clear
investor or public benefits. In order to separate market surveillance and bring it back to
the purview of the CSA, we imagine it would be necessary for the CSA to expend much
time and cost to set up the necessary technology and build necessary expertise,
particularly with respect to real time surveillance. In lieu of such an extensive change,
we would recommend, to the extent there are concerns with existing surveillance
mechanisms, incremental improvements be made. For example, a revamped SRO with
a continued market surveillance mandate could be provided with broader powers to
examine records of additional market participants, and additional avenues for
operational integration with related functional groups at the CSA could be explored or
encouraged, particularly to better ameliorate systemic risk concerns.

Question 7.2: Is the CSA targeted outcome for issue 7 described appropriately? If yes,
how can the targeted outcome be best achieved? If no, what outcome(s) do you suggest
and how can they be best achieved?

We believe the targeted outcome for issue 7 is well-described, though don’t
necessarily connect the targeted outcome as stated with a wholesale shift in
responsibility for market surveillance, as we believe the current system functions well.
We would encourage greater strategic and operational integration between the current
market surveillance regulatory function and related functions at the CSA, particularly to
address systemic risk concerns.
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Concluding Remarks

We thank you for the opportunity to provide these comments. We would be
happy to address any questions you may have and appreciate the time you are taking to
consider our points of view. Please feel free to contact us at cac@cfacanada.org on this
or any other issue in future.

(Signed) The Canadian Advocacy Council of
CFA Societies Canada

The Canadian Advocacy Council of
CFA Societies Canada
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Dear Sirs/Mesdames:

Re: Request for Comment - CSA Consultation Paper 25-402 Consultation on the Self-
Regulatory Organization Framework

The Private Capital Markets Association of Canada (“PCMA”) is pleased to provide our
comments in connection with the Canadian Securities Administrators (“CSA”) Consultation Paper
25-402 Consultation on the Self-Regulatory Organization Framework (the “Consultation”) as set
out below.

About the PCMA

The PCMA is a not-for-profit association founded in 2002 as the national voice of the exempt
market dealers (EMDs), issuers and industry professionals in the private capital markets across
Canada.
The PCMA plays a critical role in the private capital markets by:
e assisting hundreds of dealer and issuer member firms and individual dealing
representatives to understand and implement their regulatory responsibilities;
e providing high-quality and in-depth educational opportunities to the private capital
markets professionals;
e encouraging the highest standards of business conduct amongst its membership across
Canada;
e increasing public and industry awareness of private capital markets in Canada;
e Dbeing the voice of the private capital markets to securities regulators, government
agencies and other industry associations and public capital markets;
e providing valuable services and cost-saving opportunities to its member firms and
individual dealing representatives; and
e connecting its members across Canada for business and professional networking.

Additional information about the PCMA is available on our website at www.pcmacanada.com.

General Comments

From a registrant demographic perspective, the PCMA primarily represents exempt market dealers
(“EMDs”), as well as certain investment fund managers (“IFMs”) and portfolio managers
(“PMs”) where these firms participate in the private capital markets. Currently, firms registered
in these categories (“Non-SRO Firms”) do not fall under the jurisdiction of either of the existing
self-regulatory organizations (“SROs”); the Investment Industry Regulatory Organization of
Canada (“IROC”) and the Mutual Fund Dealers Association of Canada (“MFDA”).

As many PCMA constituent members are not regulated by one of the SROs, we will limit
commentary on the efficacy of the existing SRO regulatory framework and comment primarily on

the possibility of Non-SRO Firms being integrated into any new SRO regulatory framework.

There has been significant industry discussion relating to the merging of current SROs and the
potential integration of Non-SRO Firms like EMDs into any resultant SRO. Part of this discussion
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included a recent proposal from the Capital Markets Modernization Taskforce and the PCMAs
comments is available at:
https://cdn.ymaws.com/www.pcmacanada.com/resource/resmgr/comment_letters/2020/200911_-
_ontario_modernizati.pdf.

The PCMA is strongly opposed to any inclusion of EMDs in the SRO Regulatory
Framework.

The PCMA embraced the EMD category when it was created. Over the last decade CSA members
have gained extensive knowledge about EMDs and other constituents of the private capital
markets. Both the Ontario Securities Commission and Alberta Securities Commission have spent
countless hours on their respective committees dedicated to EMD operations with the PCMA
having continuously had one or more representative on these committees. There have been positive
results from these efforts most notably the understanding that one size regulation does not fit all
and that EMDs are different in many ways from investment dealers and mutual fund dealers.

The primary concern our members have with the idea of being integrated into a convergence of
the existing SROs is the ability and willingness of IIROC and the MFDA to accommodate Non-
SRO Firms, in particular EMDs. This concerns stems from both IIROC and the MFDAs historic
bias towards prospectus exempt products as well as the industry trend of the consolidation of
smaller dealers into larger dealers, which may be attributable, at least in part, to the regulatory
environment of SROs.

In contrast to the above, despite the vast scope of both National Instrument 31-103 Registration
Requirements, Exemptions and Ongoing Registrant Obligations and National Instrument 45-106
Prospectus Exemptions (“NI 45-106""), the CSA and the private capital markets have provided an
environment where smaller dealers are able to survive and in some cases thrive. As small firms
make up the vast majority of EMD registrants, it would be destructive to move regulation of them
to the same group or groups that have already led to the lessening of competition in Canadian
financial markets.

Of the combined 257 IIROC and MFDA registered firms there are 107,188 registered individuals
averaging out to 417 individuals per firm.! EMDs average 5 individuals per firm (240 registered
firms with 1,140 individual registrants).? These numbers speak to the huge variance between the
sizes of firms in each respective category and why having the same SRO governing all would
ultimately lead EMDs to the same fate as many small [IROC and MFDA members have already
experienced. [IROC and MFDA registrants, as well as regulators like to speak to “leveling the
playing field.” How can a 5-person firm be expected to implement the same compliance systems
and regime as a 417-person firm?

The continuing shuttering of small and mid-sized firms has had rippling effects on the Canadian
economy as these firms, often being small businesses themselves are the only ones that will
undertake the raising of capital for the small business community.

! Consultation Appendix A and Appendix B
2 Consultation Appendix C



The SRO model is being abandoned around the world due to the inherent conflicts of interest. Even
the National Association of Securities Dealers (NASD), now Financial Industry Regulatory
Authority (FINRA) had to recreate itself to address the concerns raised by the United States
Securities Exchange Commission (SEC). It is now considered a private regulator rather than an
SRO. The United Kingdom, Hong Kong, Singapore, Australia and others have all stepped away
from the SRO model due to the conflicts of interest. Given the global regulatory shift away from
SROs, the PCMA is wondering why the CSA would consider expanding the scope or restructuring
of the existing SROs.

Notwithstanding the above, there are attributes of the SRO model which would be beneficial to
the members of the PCMA. The regulatory regime in relation to the private capital markets is the
least harmonized in Canada. Harmonizing the regulatory approach to registration and compliance
across Canada would reduce some of the uncertainty faced by EMDs, especially those registered
in multiple jurisdictions, as well as the harmonization of regulations, in particular NI 45-106. We
believe it is fully within the capabilities of the CSA members to create an uniform level of
regulation and application of supervision across the country with one set of rules applicable to all
EMDs as is enjoyed by SRO members while allowing truly unique jurisdictional matters to be
addressed at the local level.

The CSA should seek to rely on its existing structures and strive for better collaboration and
standardization between provincial and territorial securities regulators across the country before
seeking to abandon its cultivated expertise over Non-SRO Firms and instead outsource this
responsibility to an SRO that has to rebuild these skillsets from the ground up.

Closing Remarks

The PCMA would like to thank to the CSA for soliciting feedback from various stakeholders.

% % % %

We thank you for considering our submissions and we would be pleased to respond to any
questions or meet with you to discuss our comments.

Yours truly,

PCMA COMMENT LETTER COMMITTEE MEMBERS

“Craig Skauge” “Nadine Milne”
PCMA Vice Chair & Executive Co-Chair of the PCMA Compliance
Committee Member Committee

CC: Tommy Baltzis, PCMA Chair
PCMA Board of Directors
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The National Advisory Committee ("NAC") of the Investment Industry Regulatory Organization
of Canada (“"llROC") wishes to thank you for the opportunity to submit its comments regarding
CSA Consultation Paper 25-402 — Consultation on the Self-Regulatory Organization Framework
("the Consultation”).



NAC is comprised of one representative of each District Council (DC) in Canada. We meet 5 to 6
times per year and report directly to the IIROC Board of Directors. NAC's mandate is as follows:

1. NAC seeks to solicit, review, coordinate and build consensus from IIROC District Councils’
responses to regulatory proposals;

2. NAC assumes an advocacy role consistent with investor protection to promote self-
regulation by acting as ambassadors to the financial industry at large;

3. NAC identifies and advises IIROC staff about industry trends that assist IIROC in
being proactive in dealing with emerging issues and meeting regulatory obligations;

4. NAC aims to develop and harmonize a national approach to dealing with regulatory
issues with respect to which the District Councils have a decision-making role.

We proceed with a public-interest mandate, therefore, we provide information to [IROC that is in
the best interest of the clients. It is also within our mandate that we provide our response to the
Consultation as an independent advisory committee of IIROC, following a fulsome collaboration
with each committee member in their respective regions.

The Consultation was reviewed with great interest and the committee agreed unanimously that
all stakeholders would benefit from: i) an explanation of the benefits of the self-regulation
regime; ii) our views on investor confusion evident within the field; and iii) the financial impact of
the regulatory framework.

We would like to begin by stating that, ideally our industry would be governed by a single
national self-regulator, including all securities registrants. We believe that the distinction of
regulatory platforms, as introduced by National Instrument 31-103 - Registration Requirements,
Exemptions and Ongoing Registrant Obligations were certainly accurately designed in 2009
considering the distribution channels at the time, however 11 years later, the industry has
evolved overall, as have client needs.

We understand that the Consultation currently focuses specifically on IIROC and the MFDA,
which we agree is an appropriate first step.

Self-requlation

Our specific role in the self-regulation regime starts with our election of District Councils
throughout Canada. District Council members are elected and represented by IROC members in
their respective regions.

Each District Council acts as a local committee, whose mandate includes both:

e Aregulatory role, in relation to regional approval and membership matters; and
e An advisory role, with respect to regional issues and the provision of regional
perspectives on national issues.



As District Council members, we have the following regulatory responsibilities:

1. Registration: Approval of individual applications, imposing terms and conditions,
revoking or suspending approvals, providing exemption from proficiency and continuing
education requirements, and hearing/deciding on appeals for proficiency related items
from the District Council’s Registration Sub-Committee (PLR9209).

2. Membership: Recommendation of new membership applications for submission to the
[IROC Board of Directors, and approval of ownership-related transactions for IIROC
members.

3. Enforcement. Nomination of residents from respective districts to the Hearing
Committee, for appointment by the Corporate Governance Committee.

We also play an important role by advising IIROC staff on membership and policy matters.

Items to be discussed on a national level are brought forward to NAC by the representative of
each District Council. NAC meets regularly with IROC management to discuss these items which
are subsequently brought forward to the IIROC Board of Directors by the Chair of NAC.

NAC members support the regulatory framework of SRO as the benefits and advantages are
evident, particularly IIROC's ability to consider our concerns and exercise flexibility in resolving
them. To that end, we are supportive not only of the SRO regime but, also of a single SRO
regulating all retail-facing securities dealers and mutual fund dealers. We see significant
potential benefits for clients.

We believe the benefits include:

1. Prevention: Preventing potential loss of performance and client account history by re-
papering accounts during client transitions. We see an SRO that allows for one cohesive
rulebook, allowing the client to receive a continuum of products and services and to add
new products and services without the need to re-paper their accounts during their
transition.

2. Consistency: Each distribution channel utilizing consistent client forms, statements and
account opening procedures. A consistent application of the rules will benefit all
stakeholders and will result in improved Investor Confidence.

3. Centralization: Client complaints have a consistent resolution process and a centralized
investor protection fund.

Investor confusion

Investor confusion was also thoroughly discussed in our meetings over the past few years. We
were pleased that the Consultation addressed specific questions regarding this issue.

The complexity comes from the fact that the securities industry has different channels of
distribution, and over time, product offerings converge tremendously between these channels.
This creates confusion for clients as they may not understand and may not be able to distinguish
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product offerings and their origin, nor how their advisor is regulated. Clients may also be under
the assumption that all advisors are regulated through the same channels, have the same
educational qualifications and follow the same set of compliance and compensation rules and
regulations. Consequently, it is difficult for clients to identify the appropriate regulator to
contact should they have questions or concerns.

In recent years, it has been established that a wide range of “professional” titles are used by
dealing representatives in our industry which has resulted in additional client confusion. The CSA
has attempted to address the topic of misleading titles in their Client-Focused Reforms. We
believe that further progress is needed in this regard. We believe that having a single SRO as
opposed to two would provide the opportunity to create a level playing field with respect to the
titles used by dealing representatives in their interaction with retail clients, thereby reducing
overall investor confusion.

Operating costs

Operating cost savings which stem from a single SRO are significant (Deloitte estimated $1-2
million per dual platform provider per annum for 10 years). In addition, we feel that having a
single SRO in place would save significant time and efforts for the regulators and industry staff
members. Removing duplicative costs from the system will ultimately lead to a more
competitive landscape, which will ultimately translate into lower costs for investors which is in
line with the industry’s over-arching goal of improving investor outcomes.

A consistent approach to regulation is likely achievable only through a single SRO. Consistency
is important in operating business models and serving clients. Consistency will become even
more important over time with new, more complex rules becoming effective.

Next Steps

We believe that a logical next step is the two current SRO’s coming together to work on a new
and improved SRO. This should be initiated by the respective Boards of each organization with a
view to evolving the new SRO framework to address the changing landscape of the Canadian
financial services industry. The result must be a new entity with a reconstituted Board. As such,
the new SRO would have the perspective of a new, forward-looking organization, seeking to
optimize regulation to benefit clients with expanding needs within the context of an evolving
industry.

Yours truly,

Christopher J. Enright
Chair, National Advisory Committee
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Dear Sirs & Mesdames:

Subject: CSA Consultation Paper 25-402 Consultation on the Self-Regulatory Organization
Framework

Independent Financial Brokers of Canada (IFB) appreciates the opportunity to comment on the
CSA’s consultation paper to examine a framework for the self-regulatory organizations.

IFB is a national, professional association whose members are licensed financial advisors and
planners. Many IFB members are regulated by either the Mutual Fund Dealers Association
(MFDA) or the Investment Industry Regulatory Organization of Canada (IIROC). Most are also
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life insurance licensees, and as such are regulated by their provincial insurance regulator(s).
Some are exempt market or scholarship plan registrants and are regulated by their provincial
securities commission(s).

The current fragmented approach to securities regulation has led to a complex system of
licensing, market oversight, compliance, and regulatory costs. The CSA identified widespread
support to change the current system and to find more effective solutions that will enhance
investor protection and confidence in our capital markets, while reducing costs, regulatory
burden, and impediments to innovation!. We agree.

IFB supports the continuation of a self-regulatory regime for investments, albeit in a renewed
entity. However, it is incumbent on regulators, industry, and other stakeholders to ensure
that the process begins and is implemented in a timely way and not encumbered by years of
continuing debate.

To put our comments into context, IFB members are self-employed individuals who generally
own small to medium sized financial services practices in their local community. They provide
personalized advice and planning to families, individuals, and businesses across Canada, often
over many years, and even generations. IFB does not represent employees of financial
firms/institutions or career agents of life insurance companies.

Issue 1: Duplicative Operating Costs for Dual Platform Dealers

Targeted Outcome: A regulatory framework that minimizes redundancies that do not provide
corresponding value.

As an Association representing licensed financial professionals, IFB’s interest in how a future
SRO might be structured is centered on how it will affect our members and their clients. As
mentioned, the majority of IFB members are currently regulated by the MFDA, and their
provincial insurance regulator(s). What is paramount to them is how they can continue to
advise clients of moderate means at a cost that is not prohibitive to their financial practice or
their clients. In this respect, under any newly formed SRO — whether by merger or rethink —
they need assurance that there will be a level playing field between mutual fund dealers and
IIROC firms to the extent that existing mutual fund firms (and by extension, their advisors) will
not be pushed out of the investment industry due to an increase in cost or regulatory burden.
The potential impact of any unlevel playing field will be far greater on smaller, independent
mutual fund firms and their advisors, than on large integrated firms (like bank-owned
investment firms) who will experience greater reduction in duplicative costs (as they operate on
both platforms).

It has become clear that a combination of mergers, acquisitions and firms moving to the IIROC
platform has reduced the number of firms that want to exclusively serve the restricted mutual

1 CSA Consultation Paper 25-402, Consultation on the Self-Regulatory Organization Framework. Page 9.
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fund market. Despite this, it is also clear that many Canadians of moderate means rely on
mutual funds as an accessible investment vehicle to participate in the capital markets.

Choice in how they access advice, and continued access to advice, for individuals and families
with smaller investment accounts through an independent firm should be a factor the CSA is
mindful of when considering how best to proceed with any transition away from the current
SRO regime.

Indeed, IIROC acknowledges this in its submission to this CSA consultation:

We support the importance of a range of different business models by size, geography and
specialization serving clients of all sizes and means across the country in rural and urban
communities. In support of investor protection, we will collectively need to avert taking steps
that could leave any group of investors unserved, or unprofitable to serve. Careful analysis will
be required to avoid unintended consequences which might impact smaller, regional and
specialized business models. This should include ensuring a framework which supports ongoing
innovation and new entrants and the provision of a wider selection of products and services for
investors. Based on our experience, we strongly support a focus on the importance of small and
independent dealers who provide access and choice to investors across the country regardless of
where they live or the amount of their investments.? This perspective and support from IIROC is
important assurance for the smaller dealers, and advisors like IFB members. We will look for
similar assurance from the CSA as it moves toward a recommended approach.

i) Directed Commissions and 270 Rule
In a new SRO, consideration will have to be given to some rules that are unique to the MFDA,
such as the ability to pay directed commissions to a personal corporation. Many IFB members
are permitted as mutual fund registrants and life insurance licensees to direct their
commissions to a personal corporation. The MFDA has permitted it for many years with no
resulting investor protection issues. IIROC advisors do not have this option. Many advisors who
are dual-licensed will need comfort that this arrangement will be continued under any new,
merged SRO. Going forward, this may also present an opportunity to revisit the restriction in
securities legislation which does not permit individual registrants to incorporate and receive
commissions directly.

Rule 270 is another example, in that if mutual fund only registrants were to become part of an
IIROC merger, and a restricted mutual fund license is to be retained, the Rule would need to be
withdrawn. Reasons for keeping it in the past were the CSA’s concern that abolishing it would
permit mutual fund advisors to work at an IIROC firm without having to complete the
proficiency upgrade, and since this might be attractive to IIROC firms, it could threaten the
viability of the MFDA. Going forward under a single SRO, this would seem to be no longer a
consideration.

2 IROC response to CSA SRO consultation, page 7.
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ii) Financial Compensation Funds
Investor assets are protected in the event a securities or mutual fund firm becomes insolvent.
MFDA investors are protected under the MFDA Investor Protection Corporation. 1IROC
investors have similar protection under the CIPF. Under a single SRO scenario would the assets
in the MFDA IPC continue to be separate, or would they be merged with the IIROC CIFP? It also
raises the question of what will happen in Quebec, (whose mutual fund advisors are not part of
the MFDA) if those in the mutual fund industry become part of an IIROC firm, since IIROC is
recognized in Quebec.

Issue 2: Product-Based Regulation
Targeted Outcome: A regulatory framework that minimizes opportunities for requlatory
arbitrage, including consistent development and application of rules.

We agree with other stakeholders that have noted the differences in approaches to compliance
oversight by the two SROs, with the MFDA generally taking a more prescriptive approach and
IIROC being more principles-based. Under a single SRO model, the existing Rules can be
harmonized and applied more consistently.

More importantly, there seems to be no economic basis to continue having two SROs for
Canada’s investment industry. This is particularly true given the decline in MFDA membership.
In 2002, the MFDA had 220 dealer members; today, the number of dealer firms has dropped to
90, 25 of which are dual platform (IROC/MFDA). This leaves only 65 firms that deal exclusively
in mutual funds. Bearing in mind that the SROs are required to operate on a cost-recovery
basis funded by its members, the situation would become financial untenable for the remaining
mutual fund-only firms if the dual platform dealers exit the MFDA. Since 60% of mutual funds
are sold through IIROC firms, and the Deloitte Assessment of Benefits and Costs of Self-
Regulatory Organization Consolidation, issued in July 2020, estimated that the cost savings for
dual-platform firms over a 10-year time period to be between $380 million and $490 million
such an exit seems likely.

Issue 3: Regulatory Inefficiencies
Targeted Outcome: A regulatory framework that provides consistent access, where appropriate,
to similar products and services for registrants and investors.

Lengthy delays to implement change.

One of the advantages of any SRO regime is the expectation that, because it acquires a
particular expertise about the businesses it regulates, it will produce more effective results and
be able to detect problem areas or patterns more quickly.

However, we share the frustration of those who find that change in the financial field can be a
lengthy process — often years in the making. For example, it is widely acknowledged that an
important investor protection measure is that anyone licensed to advise on financial products
be proficient. Their knowledge should be sufficient to understand the products they
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recommend and the clients they are recommending them to. Continuing educationis a
recognized essential element to keeping one’s professional knowledge current.

Yet in 2020, mutual fund advisors are not required to complete mandatory CE. Continuing
education is a mandatory licensing requirement for IIROC advisors, life insurance advisors,
holders of financial services designations, such as the CFP®, and for many other financial
professionals. Currently, the MFDA oversees approximately 90,000 mutual fund advisors.
While many of these advisors complete CE either as required for another license or
designation/credential or voluntarily, it remains a gap in MFDA procedures that it has yet to
implement a CE requirement. IFB first responded to the MFDA ‘s consultation on CE in 2014.
Today — 6 years later — there is still no system in place, or implementation date despite large
investments in a system to electronically track CE. There has been widespread industry support
for a CE requirement for MFDA advisors from the beginning, and near universal calls that it be
simply and quickly implemented by recognizing the CE requirements and many available
educators already in the marketplace. Instead, the MFDA proceeded to pursue multiple
consultations and a separate accreditation framework that has delayed its implementation, all
under the CSA’s watch. In contrast, Ontario’s Financial Services Regulatory Authority issued a
consultation paper in August 2020 on a Financial Planner/Financial Advisor titling restriction
framework that it expects to put into place in 2021.

Issue 4: Structural Inflexibility
Targeted Outcome: A flexible regulatory framework that accommodates innovation and adapts
to change while protecting investors.

i) A single SRO could improve outcomes for MFDA firms.
The phased-in approach to SRO consolidation would mean that MFDA-only advisors could
access a wider range of products for clients, in a shorter time. This would be beneficial for both
clients and the advisors with whom they often develop long-term relationships. Currently, if
their investment needs change, clients may be forced to change firms or advisors - most often
involving a move to an investment dealer, along with all the associated inconveniences like
delays in transferring the account, and repapering to open new accounts. This is not only an
inconvenience for investors, but they may be subject to higher fees or minimum asset
requirements to access these investments. This is a barrier for investors that should be
addressed.

Certainly, improving access to ETFs, which have appeal to many consumers, would be helpful to
MFDA-only advisors. The current process to access ETFs is difficult, cumbersome, and costly
and impairs their ability to offer them as an investment choice to clients. These clients, if they
want to access ETFs, may be forced to do so with an OEO firm, thereby relinquishing their
access to advice. A solution which makes ETFs more accessible for mutual fund clients would
be welcome.

IFB has seen an increase in the use of technology by our members over the past number of
years, and certainly as they work to maintain non-face-to-face communications with their
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clients as a result of the pandemic. Some clients will prefer to continue this as a convenient
way to conduct business that does not require travel to a physical office. The regulatory
framework will need to accommodate such consumer preferences, while ensuring there is no
reduction in investor protection.

Issue 5: Investor Confusion

Targeted Outcome: A regulatory framework that is easily understood by investors and provides
appropriate investor protection.

A single SRO would reduce regulatory overlap and permit investors who begin their investing
experience with a mutual fund, for example, to add investment products over time, as well as
harmonize rules that create barriers for investors.

The current plethora of titles used by those in the investment industry contributes to confusion.
Restricting titles has been on the CSA radar for years, and yet was not included in the first
implementation of the CFRs. In previous CSA consultations, IFB along with many industry
stakeholders and investor advocates have generally agreed that titles — particularly the use of
corporate and other titles that can mislead consumers -- should be reduced to the advantage of
investors. The CSA has undertaken to recommend changes to titles but has yet to do so.

The Client Focused Reforms will most certainly help to clarify for investors the services being
provided and recommended.

Issue 6: Public Confidence in the Regulatory Framework

Targeted Outcome: A regulatory framework that promotes a clear, transparent public interest
mandate with an effective governance structure and robust enforcement and compliance
processes.

IFB supports this outcome. There must be a clear, transparent public interest mandate,
effective governance that reflects input from a wide variety of stakeholders, and robust
enforcement and compliance. We note that IIROC has recently changed its Board structure to
include investors, although the MFDA has not taken this step.

IFB has often advocated for more representation of investors and, equally importantly, advisors
themselves. Firms do not speak for advisors. Advisors often have frustrations or see investor
issues at ground level and have few mechanisms to bring them forward in a way that will not
impair their relationship with their dealer or their SRO.

Concluding remarks
In addition to our comments above, we submit the following for the CSA’s consideration.

Given the complexities involved in moving to a single SRO, IFB recommends that the CSA
pursue a phased approach. This will allow business to continue within a merged entity while
providing opportunities to look for ways to improve and streamline existing processes.
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IFB recommends the CSA establish a stakeholder transition group. It will be important to
include representation from a wide variety of stakeholders, including investors, advisors, and
firms of all sizes and complexity.

IFB believes this presents opportunities to work more closely with other financial service
regulators throughout the development of a single SRO and align the regulatory intent of
treating consumers fairly without regard for the particular product being considered or the type
of business model.

Regardless of the path chosen to move to a single SRO, there must be firm timelines. The
industry and its customers should not have to wait for a solution that is years in the making.
Delays will create uncertainty and impair confidence among the regulated and their clients. The
investing public should be confident that the CSA is moving in a clear direction that will result in
a regulatory system that will enhance their experience, not perpetrate the potential for
regulatory arbitrage, or increase confusion.

We appreciate the opportunity to provide our views. Please contact the undersigned, or Susan
Allemang, Director Policy & Regulatory Affairs (sallemang@ifbc.ca) should you have any
guestions or wish to discuss our comments further.

Yours truly,

Nancy Allan
Executive Director

Email: allan@ifbc.ca
Tel: 905.279.2727
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comments@osc.gov.on.ca; consultation-en-cours@lautorite.gc.ca

October 23, 2020

Alberta Securities Commission

Autorité des marchés financiers

British Columbia Securities Commission

Financial and Consumer Services Commission (New Brunswick)
Financial and Consumer Affairs Authority of Saskatchewan

Manitoba Securities Commission

Nova Scotia Securities Commission

Nunavut Securities Commission

Office of the Superintendent of Securities, Newfoundland and Labrador
Office of the Superintendent of Securities, Northwest Territories

Office of the Yukon Superintendent of Securities

Ontario Securities Commission

Superintendent of Securities, Department of Justice and Safety, Prince Edward Island

The Secretary

Ontario Securities Commission
20 Queen Street West, 22nd Floor
Toronto, Ontario M5H 3S8

Me Philippe Lebel, Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers

Place de la Cité, tour Cominar

2640, boulevard Laurier, bureau 400

Québec (Québec) G1V 5C1

Re: Canadian Securities Administrators (CSA) Consultation Paper 25-402
- Consultation on the Self-Regulatory Organization Framework
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We are writing on behalf of ATB Securities Inc. (ATB Wealth) and ATB Capital Markets Inc. with
respect to the CSA consultation paper published on June 25, 2020 seeking input on the regulatory
framework for self-regulatory organizations (SROs) in Canada.
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Background on ATB Securities Inc. and ATB Capital Markets Inc.

[IROC Dealer Members ATB Securities Inc. and ATB Capital Markets Inc. are wholly-owned
subsidiaries of ATB Financial. ATB Financial is a Crown corporation owned by the Province of
Alberta.

ATB Securities Inc. operates under the trade name ATB Wealth with two other subsidiaries: ATB
Investment Management Inc. (registered in the categories of Adviser - Portfolio Manager and
Investment Fund Manager with the Alberta Securities Commission) and ATB Insurance Advisors Inc.
ATB Securities Inc. ATB Securities Inc. had approximately $14.7 billion in assets under administration
as of March 31, 2020.

ATB Capital Markets Inc. is a full service brokerage firm providing corporate financial services, equity
underwriting, corporate and asset advisory, institutional research and sales and trading services.

General Comments

We commend the CSA for tackling the complex topic of the regulatory framework for registrants in
Canada. The Canadian approach to securities regulation has tendencies towards fragmentation,
and nowhere is that more evident than in a framework that includes two SROs and thirteen CSA
jurisdictions that collectively oversee the activities of firms and individuals across several registration
categories.

While the initial inclination might be to look at the impact of lessening regulatory fragmentation on
firm costs and profits, we believe that the client lens is far more important in measuring the
potential benefits of changes to the regulatory framework. A theme that weaves through our
comments below is that the concept of investor protection (predominantly through compliance and
enforcement) needs to be expanded to consider how regulatory change could improve client and
investor outcomes in an industry that - finally - recognizes the importance of advice over product.

Issues & Consultation Questions

Issue 1: Duplicative Operating Costs for Dual Platform Dealers

We are in agreement with the description of the issue as described in the consultation paper.
However, we would note that this issue of duplicative costs is limited to a minority of firms and
suggest that cost to those firms who elect to be dual platform should not be the dominant factor
driving change to the SRO environment in Canada.

AdJAIZOdd Sad11d1T INJINWODO SddN 1

ATB Financial previously maintained an MFDA dealer as a complement to ATB Securities Inc. but the
operations were consolidated in the Dealer Member several years ago in order to reduce the cost
burden of operating under two regulatory regimes and simplify the operating model. We would
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note that the transition of clients from the mutual fund dealer to the Dealer Member was not, itself,
without cost or complexity but we believe that overall the objective of managing our operations and
compliance costs was met.

ATB Securities Inc. and ATB Investment Management Inc. also experience similar duplicative
operating costs, albeit between an SRO member and a firm directly regulated by the CSA. Our
Private Investment Counsel (portfolio management) offering exists in the ASC-regulated
environment and there is regular transitioning of clients between the discretionary segment and
non-discretionary segment in the Dealer Member which requires re-papering of accounts. We have
also found that, as described in the consultation paper, there are significant and largely
insurmountable challenges in consolidating compliance and operating environments while still
meeting or exceeding regulatory obligations.

We generally agree with the outcome as described in the paper. However, we suggest that the CSA
also acknowledge that reducing costs to registrants is a desirable outcome that complements
enhancing regulatory value. Financial stability of registrants not only ensures that clients continue
to receive the service they deserve, but promotes investment investment in compliance.

Issue 2: Product-based Regulation

The consultation paper appears to capture the salient issues regarding product-based regulation,
but perhaps does not emphasize enough the extent to which convergence is impacting the financial
services industry.

Changed client behaviour, continued expansion of the population of active investors, and
digitization has made it far more difficult to draw lines between products and service offerings. As a
result, we believe that product-based regulation is becoming anachronistic in an industry that is also
slowly shifting away from a transactional, “selling” model to one that favours advice appropriately
targeted to the needs of clients.

Regulatory arbitrage is a consideration, but we note that arbitrage opportunities - or at least
differences in interpretation - exist between CSA jurisdictions currently, not just between SROs, or
between SROs and the CSA. One of the advantages we have as Dealer Members in working with
[IROC is that we generally have confidence in a consistent viewpoint on compliance issues; we
appreciate the regular acknowledgement of consultation with other offices to help ensure
consistency. Unless or until there is a structure in place that ensures consistency in application of
regulations applied by CSA members, strengthening the already-national SRO approach would
appear to be a more effective approach to reducing regulatory arbitrage.
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Issue 3: Regulatory Inefficiencies

We generally agree with the views in the paper. However, while the paper appears to acknowledge
that the existing regulatory framework may cause inefficiencies amongst CSA members and the
SROs, it does not address the impact regulatory inefficiencies has on registrants outside of the ETF
product issue described in the paper.

We have not directly experienced differences in interpretation of regulations between our IIROC
Dealer Member and direct CSA-regulated firms, largely because we have deliberately avoided a
crossover of services such as allowing discretionary management in both platforms. To date, we
have elected to avoid building parallel discretionary management platforms and compliance
regimes to avoid the complexity of understanding and implementing two regulator’s views of the
compliance requirements associated with services that would be virtually identical.

As a result, advisors who “graduate” to a portfolio manager need to change firms (and potentially
meet different interpretations of required investment management experience) and either leave
their clients behind or repaper them as new accounts. Similarly, clients of the Dealer Member
whose emerging needs fit better with discretionary management need to move to a different firm
and advisor.

There may be no merit to a view that the CSA and IIROC would differ meaningfully in terms of this
example or others. But, given the significant investment required to launch a new service we are
not willing to take that risk at this time. To some extent, this circumstance is the opposite of
regulatory arbitrage: rather than taking advantage of how different regulators apply the rules, we
are avoiding changes to our business model because we are unclear that the difference in
interpretation between regulators are not material.

Ultimately, regulatory inefficiency cannot lead to better compliance and investor protection. While
the CSA should continue to develop the regulations, fewer - and clearer - interpretations support
development of effective compliance regimes.

Issue 4: Structural Inflexibility

We think that the consultation paper has comprehensively described the impact of the current
regulatory framework from a structural inflexibility perspective. We have touched on this briefly in
respect of the first three issues identified in the paper, so would focus our comments here on the
impact to clients whose interests need to be served first.
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As noted in Issue 2, the current regulatory framework (particularly dual SROs) promotes a very
product-focused approach. New clients - with fewer investable assets and less investing experience
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- often start their investing journey by purchasing mutual funds through a mutual fund dealer. As
time passes and assets grow, clients often transition to or add different investments to their
portfolio which requires acquiring the services of an investment dealer or even a portfolio manager.

What is notable about this journey is that clients typically get advice at each stage only based on the
products that the registrant with whom they are dealing might be able to offer. There is a built-in
inhibition to recommending an investment strategy that includes securities that an advisor may not
offer or may not be seen as core to the business of the firm. We feel that this does not serve clients
well.

We are of the view that the industry is evolving to a model where clients receive advice first, and
product second. There are many order-execution-only platforms available that allow clients to
quickly and cheaply transact, so the differentiator for the advised platforms must be actual advice
that matches product recommendations fully and completely to client circumstances. The current
regulatory framework not only makes this challenging at the outset as early investors are funnelled
into a highly limited product shelf environment, but it creates friction - cost and effort to move or
open a new account with an advisor with broader product capabilities - that might prevent a client
from seeking advice more relevant to their circumstances.

We would note that an IIROC Dealer Member can be appropriately structured so that the
advice-delivery model and product strategy can be aligned to a broad range of client expectations
and points in a client’s investing lifecycle. This includes developing mechanisms to deliver advice
either in or for rural areas that is not restricted by regulation (even if business rules and compliance
oversight is applied to manage risk). If this can be successful, it begs the question: what is the
purpose of maintaining a separate registration category of mutual fund dealer, and an SRO to
oversee it?

Finally, while we agree generally with the outcome as described we believe that the concept
“protecting investors” requires expansion. The notion of protecting investors is often used to imply
that investors need to be protected from the firms and advisors with whom they are dealing. We
would encourage the CSA to consider that protecting investors also should be inclusive of
supporting the provision of quality advice to investors that is not driven by registration to sell a
particular product.

Issue 5: Investor Confusion

AdJAIZOdd Sad11d1T INJINWODO SddN 1

We agree that investor confusion is an outcome of the fragmented regulatory framework, and
believe that the paper identifies many of the relevant issues. Investor confusion is a significant
detractor from trust in both the regulatory system and in the firm so we agree that addressing this
issue is important.



DocuSign Envelope ID: 590419F3-8175-415C-AF21-70AB80AGBE11

atb.com -\~

The regulatory framework encountered by firms and clients is complex which makes “easily
understandable” a challenging goal. Core regulatory principles are developed by the CRA as well as
other regulators (FINTRAC, CRA, etc.), then re-interpreted into rules by an SRO, re-interpreted again
and implemented as operational and compliance practices by each firm, and finally manifested as a
package of new account and disclosure documents given to a client.

Even if clear as to their meaning, disclosure documents that address complaint handling or investor
protection funds are unlikely to be a main point of focus for a client at the outset of the relationship
with the firm or advisor. Itis not that the disclosures are ignored, but these items only become
relevant when there is a significant issue and it is highly likely that trust has broken down between
the client and the advisor and / or firm. At that point, a firm is no longer in a position to educate the
client.

CSA jurisdictions along with the SROs have done some work to educate investors, or at least ensure
that clients are made aware of who the relevant regulator is and where they may be contacted.
While changing the structure of the industry through SRO consolidation would certainly reduce
some investor confusion, we would encourage both the CSA and SROs to expand outreach to
investors to continue to reduce any investor confusion.

Issue 6: Public Confidence in the Regulatory Framework

We fully agree with the desirable outcome as described in the paper. However, while we
understand the concerns about the public interest mandate and potential conflicts of interest and
governance issues, we have not observed actual instances of the concerns raised as Dealer
Members with IIROC.

We have found that the frequency and quality of trading, financial and operations and business
conduct compliance examinations by IIROC are more than sufficient to create the perception that
we are heavily regulated by the SRO. Investor complaints, even ones we thought to be somewhat
spurious, were addressed with diligence by IIROC.

We believe that investor protection can be achieved without making a firm feel that it is the next
enforcement case in the queue for the regulator. SROs should have very fulsome enforcement
capabilities, but as much as they should focus on punishing wrongdoers they should be equally
promoting practices that truly support existing and emerging needs of investors.

We believe that IIROC may appear to be captured by its Dealer Members in that it interacts with
them frequently through the Board, District Councils and other formal mechanisms, and through
one-on-one conversations. However, we feel that the ability to interact with IIROC is a strength of
the SRO model in that those conversations can ultimately lead to effective implementation of rules
which is clearly in the public interest.

AdJAIZOdd Sad11d1T INJINWODO SddN 1
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As a Dealer Member we appreciate that IIROC considers the financial stability and the business
realities facing firms in its rulemaking and application of a risk-based approach to regulation. We
feel that IIROC recognizes that the strength of its members is a public interest consideration. Not
only do strong firms grow and invest in new ways to meet clients needs, but they also have the
means to invest in compliance regimes designed to protect investors; weak firms underinvest in
compliance, and ultimately put clients at risk.

Finally, we would note that the strength of the SRO is critical in it being able to meet its public
interest mandate. Like the firms it regulates, a strong SRO can invest in compliance and
enforcement resources, and take a significant role in educating investors. Accordingly, we feel that
SRO consolidation may have the strongest positive impact if it takes advantage of increased scale to
increase activities that align closely to the public interest outcome.

Issue 7: The Separation of Market Surveillance from Statutory Regulators (CSA)

ATB Capital Markets has serious concerns with the MFDA's proposal to have the CSA assume control
over the national market surveillance functions. In our view, we believe that IIROC has the expertise
and knowledge under the current regulatory framework. In the event that the statutory regulators
took over this function, we feel that it would be detrimental to the current functioning and integrity
of the marketplace. This change would add significant costs and resources to realign a system that
currently meets the mandate of protecting investors and strengthening market integrity while
maintaining an efficient and competitive capital markets structure.

Further to the stakeholders’ concerns about possible information gaps and fragmented market
visibility resulting from market surveillance functions being separated from securities regulators, we
disagree with the concern. We feel that the market surveillance and oversight of equity and debt
trading under IIROC's purview is functioning well with the advantages of real-time equity and debt
market surveillance and the use of real-time alerts. We believe that IIROC is currently doing a great
job at protecting investors and strengthening confidence in the integrity of Canadian debt and
equity markets under the UMIR Framework. It is our belief that IIROC has the required specialized
industry expertise to continue the appropriate oversight of market surveillance.

Based on the foregoing, we disagree with the proposal that the current framework for market
surveillance conducted by IIROC gives rise to conflicts of interest, information gaps or a fragmented
market visibility. We disagree with the stakeholders who suggested that these conflicts of interest,
information gaps or a fragmented market visibility would give rise to market vulnerability and
increased systemic risk. The consultation paper denotes that the targeted outcome is an integrated
regulatory framework that fosters timely, efficient access to market data and effective market
surveillance. Further to our comments, we believe that IIROC already provides a timely, efficient
access to market data and effective market surveillance with the existing real-time surveillance and
alerts.

AdJAIZOdd Sad11d1T INJINWODO SddN 1



DocuSign Envelope ID: 590419F3-8175-415C-AF21-70AB80AGBE11

atb.com -\~

Summary

In closing, we believe that the CSA has largely identified the most important issues with the
regulatory framework and the desired outcomes. On balance, we are of the view that there is a case
for change to consolidate the SROs in order to reduce regulatory inefficiencies, reduce investor
confusions, and create a strong, single SRO that is suitably armed to meet its public interest
obligations. We are of the opinion that the SRO model has proven its value to firms and investors
and feel that further development of the SRO structure is an important next step in strengthening
securities regulation in Canada.

We appreciate the opportunity to provide you with our comments on the CSA Notice and Request
for Comment. We look forward to our continued participation in any further consultation on this
topic and would be pleased to discuss our input in greater detail with you. Should you have any
questions or wish to discuss these comments, please contact the undersigned.
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De : Réal Charest <rcharest000 @sympatico.ca>

Envoyé : 23 octobre 2020 22:45

A : Consultation-en-cours <Consultation-en-cours@lautorite.qc.ca>

Objet : Objet : 25-402 — Consultation sur le cadre réglementaire des organismes d’autoréglementation

Bonjour.

Je souhaite soumettre mon commentaire aux Autorités canadiennes en valeurs mobilieres (ACVM) et a
I’Autorité des marchés financiers.

Je suis un professionnel du secteur des valeurs mobiliéres et il m’apparait que cette consultation a été
lancée par et pour les grandes institutions bancaires canadiennes sans jamais tenir compte des milliers
de professionnels qui conseillent le public.

Avec ce processus de consultation, il semble que les ACVM font le procés de I'autoréglementation dans
son ensemble au Canada. Les OAR qui sont impliqués dans le processus sont basés en dehors de nos
frontieres et la question semble surtout toucher le reste du Canada (ROC)?

Mais, c’est en apparence, seulement!

Cette consultation nous affecte directement au Québec — mais tout cela s’est fait et se fait comme si on
voulait tenir le Québec a I'écart de la discussion puisqu’on s’est arrangé pour que le sujet principal soit
I’éventuelle fusion d’lIROC et du MFDA.

Faut-il rappeler de nouveau que le domaine des valeurs mobiliéres est un champ de compétences
exclusivement provincial?

Les ACVM se servirait-il de cet exercice comme prétexte pour exclure du débat le Québec et pouvoir
écarter d’emblée son expertise des 20 derniéres années dans le domaine? Ont-elle I'intention d’ignorer
I’opinion des quelque 30 000 intermédiaires en valeurs mobilieres du Québec? Pourquoi le modeéle
d’encadrement des professionnels serait-il décidé dans le ROC par les seules grandes firmes de courtage
qui ont pour la plupart leur sieége social a Toronto?

Il'y a par ailleurs lieu de s’interroger sur la facon de consulter des ACVM qui consiste a faire des pré-
consultations avec une poignées d’intervenants. Ce sont ces mémes dirigeants qui décident de
I'orientation de la consultation et ont un a priori largement favorable aux grands groupes financiers qui
contrélent déja les destinées des OARcanadian.

Coincidence ou non, ce sont souvent ces mémes joueurs qui réclamaient le démantelement du modéle
d’encadrement québécois, les mémes qui voulaient I’abolition des chambres lors du PL 141 et lors des
deux précédentes tentatives en 2007 et 2010 ceux qui voulaient remplacer la CSF par le MFDA.

Il s’agit d’une fagon plutot dangereuse de procéder. Cela menace la saine concurrence, menace
I"autonomie professionnelle des conseillers québécois et menace surtout la protection des
consommateurs du Québec.



Comment ne pas croire alors que le débat n’est pas faussé d’avance et que la question des économies
d’échelles supposées ou de la simplification du systéme canadien des OAR cache aussi une nouvelle
attaque contre le modele d’autoréglementation québécois?

Le Québec, ses consommateurs, ses professionnels, ses régulateurs ont beaucoup a perdre la-dedans.
Au terme de I'exercice annoncé, I’OAR fusionné sera contrélé a Toronto. Ensuite, aprés avoir obtenu des
délégations de pouvoirs de toutes les autres provinces, le Reglement 31-103 lui permettra de facto
d’occuper le role de régulateur national en valeurs mobilieres.

Ainsi, sur le plan réglementaire, le Québec souffrira d’une perte d’influence énorme. Sans compter les
problémes de cohérence et d’application des régles qui en découleront pour les cabinets québécois et
leurs conseillers inscrits dans les disciplines de valeurs mobilieres. Il s’agit encore une fois d’un cas
typique d’harmonisation du ROC pour désharmoniser le Québec.

Comme des milliers de mes collégues professionnels, je crois qu’il faut bloquer toute tentative
unilatérale de bouleverser notre environnement professionnel et éviter par la méme occasion une perte
d’influence réglementaire substantielle pour le Québec, son OAR en épargne collective, son industrie
financiere et son public. Nous devons étre consultés en premier, le Québec doit faire respecter sa
juridiction en matiere de valeurs mobiliéres et nous devons nous opposer a toute menace de nos
compétences et de notre autonomie professionnelle.

Je vous remercie de prendre mon commentaire en considération. Et je ne m’attends a rien d’autre que
la discussion se poursuive au Québec pour le bénéfice des consommateurs et des conseillers d’ici
comme il se doit.

Réal Charest, B.A.A., AV.C,, Pl. fin.

Conseiller autonome
Conseiller en sécurité financiére
Conseiller en assurance et rentes collectives

Représentant en épargne collective
aupres d'Investia services financiers inc.

13990 rue Pierre-Brion
Montréal (Québec)
H1A 4K2

Cell.: (514) 946-3291

Rés.: (514) 642-6592

Téléc.: (514) 642-8935

« Pour cesser de recevoir des messages électroniques commerciaux de la part d’Investia Services
Financiers Inc., cliquez ici. »
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Treasurer

The Secretary, Ontario Securities Commission Derek Hatoum

20 Queen Street West 22nd Floor Tel. (416) 869-8755

Toronto, Ontario M5H 3S8
Head of Canada

Me Philippe Lebel, Corporate Secretary and Executive Claire Van Wyk-Allan
Director, Legal Affairs, Autorité des marchés financiers Tel. (416) 453-0111
Place de la Cité, tour Cominar 2640, boulevard Laurier,

bureau 400

Québec (Québec) G1V 5C1

Dear Sirs/Mesdames:
RE: CSA Consultation Paper 25-402 — Consultation on the Self-Regulatory Organization Framework
About Alternative Investment Management Association (AIMA)

AIMA was established in 1990 as a direct result of the growing importance of alternative investments
in global investment management. AIMA is a not-for-profit international educational and research
body that represents practitioners in alternative investment funds, futures funds and currency fund
management — whether managing money or providing a service such as prime brokerage,
administration, legal or accounting.

AIMA’s global membership comprises approximately 2,000 corporate members in more than 60
countries, including many leading investment managers, professional advisers and institutional
investors and representing over S2 trillion in assets under management. AIMA Canada, established in
2003, has approximately 140 corporate members.

The objectives of AIMA are to provide an interactive and professional forum for our membership and
act as a catalyst for the industry’s future development; to provide leadership to the industry and be
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its pre-eminent voice; and to develop sound practices, enhance industry transparency and education,
and to liaise with the wider financial community, institutional investors, the media, regulators,
governments and other policy makers.

The majority of AIMA Canada members are managers of alternative investment funds and fund of
funds. Most are small businesses with fewer than 20 employees and $50 million or less in assets
under management. The majority of assets under management are from high net worth investors
and are typically invested in pooled funds managed by the member.

Investments in these pooled funds are sold under exemptions from the prospectus requirements,
mainly the accredited investor and minimum amount investment exemptions. Manager members also
have multiple registrations with the Canadian securities regulatory authorities: as Portfolio Managers,
Investment Fund Managers, Commodity Trading Advisers and in many cases as Exempt Market
Dealers. AIMA Canada’s membership also includes accountancy and law firms with practices focused
on the alternative investments sector.

For more information about AIMA Canada and AIMA, please visit our web sites at canada.aima.org
and www.aima.org.

Comments

We are writing in response to CSA Consultation Paper 25-402 — Consultation on the Self-Regulatory
Organization (SRO) Framework.

Overall, AIMA Canada supports the objective of reviewing the SRO framework and commends the
Canadian Securities Administrators (CSA) on this initiative.

Further to our response on a similar topic in the recent Ontario Capital Markets Modernization
Consultation, AIMA is supportive of a single SRO, responsible for the regulation of investment dealers
and mutual fund dealers.

The governance and oversight of Canada’s SROs are national issues and require a coordinated national
solution. The CSA has demonstrated its capacity to operate as an effective quasi-national regulator
over the last several years making significant strides in harmonizing securities legislation across all
Canadian jurisdictions. Until such time as a viable national securities regulatory agency is in place, the
CSA remains the best option to effect meaningful change in our capital markets. Ontario’s capital
markets are an integral element of Canada’s economy and the OSC continues to play a central
leadership role within the CSA. A unilateral amendment of the Recognition Orders could damage this
leadership position.

We recommend that the OSC be directed to work with other CSA members to reform the governance
and oversight of Canada’s SROs, and work to towards a single SRO. The end result of a single SRO
should bring lower costs, increased efficiencies, increased transparency and increased access to
Canadian investors. This single SRO should have the appropriate technology, systems and
infrastructure to handle all types of products, advisors and clients across Canada, in both small
communities and large cities.

We support McMillan LLP’s suggested SRO governance reforms, as highlighted in their comment letter

for the Ontario Capital Markets Modernization Consultation. This would be implemented by the CSA
including:

The Alternative Investment Management Association Canada Inc.J




-3-

(i) consolidation of the operation and governance of the SROs within a single entity
(“Newco”) (discussed in further detail in our comments on Proposal 4 below);

(ii) determination of the optimal size of the Board of Newco;

(iii) a mechanism for the appointment of directors by CSA members and a resolution
mechanism for the resolution of any disagreements concerning such appointments
amongst CSA members;

(iv) a requirement that all directors of Newco be approved by the CSA;

(v) further development of the required criteria for a director of an SRO to be considered
to be “independent”, including a required “cooling off” period if a candidate has been
previously employed by an SRO member.

(vi) a requirement that at least two-thirds of the Board of Newco be comprised of
independent directors (including representatives of investor protection advocates);

(vii) a requirement that the Chair of the Board of Newco be independent;

(viii)  the introduction of maximum term limits for directors; and a requirement that the
Board approve the compensation of principal SRO executives in accordance with
annual public interest and policy objectives developed and published by the CSA.

The CSA might consider establishing a standing committee responsible for the governance and
oversight of SRO activities in Canada. We support McMillan LLP’s suggestion that the SRO oversight
committee should be comprised of permanent members from Ontario, Québec, Alberta and British
Columbia, complemented by three rotating members (with three-year terms) from the remaining CSA
jurisdictions. The SRO oversight committee would be empowered to establish sub-committees or
working groups to address specific issues, as required, including ad hoc sub-committees or working
groups headed by specific CSA members for matters having a specific local connection or importance.

The SRO oversight committee’s responsibilities should include:

(i) development and publication of a three-year statement of policy and public interest
objectives for Newco including long term recommendations of areas for the reduction
of the regulatory burden and compliance costs of registrants;

(ii) development and publication of an annual statement of priorities for Newco in
connection with the implementation of the three-year plan, including annual
performance objectives for SRO executives upon which their compensation will be
based;

(iii) approval of any significant new regulations or guidance developed by Newco or any
material amendments to such regulations or guidance;

(iv) regular, as well as risk-based, oversight powers regarding the operations of Newco;
and
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(v) powers to review and resolve any complaints received from SRO members relating to
the operation of Newco.

We do not support the creation of a separate ombudsperson for the review and resolution of SRO
member complaints as we are of the view that this would only create an additional layer of regulatory
oversight and costs. We believe that this role might be performed more effectively by an SRO
Oversight Committee.

Furthermore, for the reasons set out below, we believe that the Newco should be primarily a
prudential regulatory authority and do not support the extension of the scope of the Newco’s
regulatory authority to include portfolio managers, exempt market dealers or scholarship plan dealers.

As noted by McMillan LLP, as a result of the manner in which market participants have traditionally
been regulated, significant knowledge and expertise has developed within:

(i) HROC and the MDFA in relation to the oversight and regulation of investment dealers and
mutual fund dealers (respectively); and

(ii) the OSC and individual members of the CSA in relation to the registration, oversight and
regulation of portfolio managers, exempt market dealers and scholarship plan dealers.

Consolidation of the regulatory oversight for all of these categories of registrants in a single SRO entity
would require a significant transfer of personnel with such knowledge and experience from CSA
members to Newco and would likely result in jurisdictional disputes where registrant activities relate
to a specific province or territory or multiple provinces or territories.

Many portfolio managers are also registered as investment fund managers in order to manage the
investment funds that they advise and offer to investors in either a publicly offered investment fund
or on a private placement basis (in which case they are also typically registered as an exempt market
dealer in order to facilitate direct investments in the fund).

The consultation does not appear to contemplate that investment fund managers will be regulated by
Newco. This would result in many portfolio managers being subject to regulation by both Newco and
the applicable CSA member (or members) resulting in an additional, unneeded regulatory burden and
increased costs for these registrants.

We agree with McMillan LLP’s recommendation that:

(i) Newco be responsible for the prudential regulation of investment dealers, mutual fund
dealers and national market surveillance matters; and

(ii) CSA members be responsible for the statutory registration function and regulatory
oversight of all categories of registration (investment dealers, mutual fund dealers, portfolio
managers, investment fund managers, exempt market dealers and scholarship plan dealers).

The prudential regulation authority of Newco would relate to matters including:

(i) minimum capital requirements,
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(ii) liquidity requirements and
(iii) identification and control of risks (at both a macro and micro level).

Assingle SRO would remain subject to the oversight of the CSA in the manner we have proposed above.

A final solution to the SRO model in Canada should bring increased efficiencies (regulatory, operating,
technological), increased consistency, increased transparency, reduced costs and an enhanced
member experience, while maintaining or enhancing integrity, oversight and investor protection. It
should also result in the fair access to advice and investment products for all Canadians in markets
small and large.

We appreciate the opportunity to provide the CSA with our views on this initiative. Please do not
hesitate to contact the members of AIMA set out below with any comments or questions that you
might have. We would be pleased to meet with you to discuss our comments and concerns further.

Yours truly,
ALTERNATIVE INVESTMENT MANAGEMENT ASSOCIATION CANADA
By:

Claire Van Wyk-Allan, AIMA Canada
Robert Lemon, CIBC Capital Markets
Michael Burns, McMillan LLP

Belle Kaura, Third Eye Capital

Supriya Kapoor, Aurelius G.R.P.

lan Pember, Glen Williams Consulting
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BY EMAIL
October 23, 2020

Alberta Securities Commission

Autorité des marchés financiers

British Columbia Securities Commission

Financial and Consumer Services Commission (New Brunswick)
Financial and Consumer Affairs Authority of Saskatchewan

Manitoba Securities Commission

Nova Scotia Securities Commission

Nunavut Securities Office

Office of the Superintendent of Securities, Newfoundland and Labrador
Office of the Superintendent of Securities, Northwest Territories

Office of the Yukon Superintendent of Securities

Ontario Securities Commission

Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island

Attention:

The Secretary Me Philippe Lebel, Corporate Secretary and
Ontario Securities Commission Executive Director, Legal Affairs

20 Queen Street West, 22nd Floor Autorité des marchés financiers

Toronto, Ontario Place de la Cité, tour Cominar

M5H 3S8 2640, boulevard Laurier, bureau 400
E-mail: comments@osc.gov.on.ca Quebec, Québec

Glv 5C1
E-mail: consultation-en-cours@lautorite.gc.ca

Dear Sirs / Mesdames:

Re: iA Financial Group comments on CSA Consultation Paper 25-402 — Consultation on the Self-
Regulatory Organization Framework

iA Financial Group appreciates this opportunity to submit comments on CSA Consultation Paper 25-402 —
Consultation on the Self-Regulatory Organization Framework (the “Consultation Paper”).

About iA Financial Group

iA Financial Group is one of the largest insurance and wealth management groups in Canada, with
operations in the United States. Founded in 1892, it is one of Canada’s largest public companies and is
listed on the Toronto Stock Exchange.

The Wealth subsidiaries of iA Financial Group include the following:
e FundEX Investments Inc., a mutual fund dealer and exempt market dealer registered with I’ Autorité
des marchés financiers and a member of the Mutual Fund Dealers Association of Canada
(“MFDA”);
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e Investia Financial Services Inc., a mutual fund dealer and exempt market dealer registered with
I’ Autorité des marchés financiers and a member of the MFDA;

e Industrial Alliance Securities Inc., a full-service securities brokerage and a member of the
Investment Industry Regulatory Organization of Canada (“IIROC”);

¢ |A Clarington Investments Inc., an investment fund manager and exempt market dealer; and

e Forstrong Global Asset Management Inc., a discretionary portfolio management firm that uses
exchange traded funds to build its clients’ portfolios; and

e A Investment Management Inc., a discretionary portfolio management firm providing services to
permitted clients only.

The iA Wealth dealer companies focus on creating and preserving wealth for individual Canadians by
working with independent advisors. We believe strongly in the critical role of the financial advisor and
their delivery of advice to Canadian investors. To that end, our dealers offer an open and comprehensive
product shelf to provide our advisors flexibility to create personalized advice solutions.

Comments

Benefits and Objectives

We support the role of SROs in the securities industry in Canada and acknowledge the benefits and strengths
of the existing SRO regulatory framework identified in the Consultation Paper. In particular, we believe
that the specialized industry expertise of the SROs and their proximity to the industry is beneficial to
industry participants and to investors and that the national scope of SROs provides a more uniform level of
regulation and supervision. Canada currently has 15 securities regulators tasked with surveillance of our
capital markets. There is a unique opportunity in reviewing the current SRO framework to create a new
consolidated SRO model that increases investor protection, creates efficiencies and eliminates duplication.

In considering a move to a new consolidated SRO model, making a broad assumption that the business
model of one or the other of the existing entities meets all the desired outcomes or objectives of a new
consolidated SRO model should be avoided. Instead, it is important to evaluate current successes,
challenges and opportunities in order to deliver a new consolidated SRO model that maintains and enhances
the current successes and achieves additional objectives. We believe that Canadians have benefited from
the advice delivered within our current SRO structure. We support the opportunity for a new consolidated
SRO model that seeks to incorporate the best of what the industry has to offer and stimulates innovation
and development. There should be a concerted effort to reduce costs through scale and synergy, better
fulfilling client needs while educating and increasing protection and confidence for our end clients, and
reducing unnecessary costs of duplicative operations and compliance that are ultimately passed on to
clients. The primary objectives of a new SRO model should include protecting investors, increasing
investor access to advice and fostering opportunities to raise capital, facilitating operational efficiency for
the new SRO as well as for industry participants, streamlining the regulatory burden on industry
participants, and facilitating regulatory innovation. It is also critical that the new SRO model respects
regional differences that exist.
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Issues and Challenges

Structural Inefficiencies

We recognize and acknowledge that the current SRO structure is not without its issues, and we echo the
issues identified and summarized in the Consultation Paper. In particular, we recognize the structural
inefficiencies of the current SRO structure, and the inefficiencies that are thereby created for industry
participants. As a dual platform dealer, the regulatory burden and duplication of effort for our firm
operating nationally is overwhelming. For example, the current structure and lack of common oversight
standards has resulted in a need for multiple compliance teams and differing interpretations of similar rules
between affiliated dealers. From an operational perspective, there are higher costs associated with the need
to have different platforms and back-office services.

The same is true from a technology perspective. The importance of investing in technology in order to
provide clients with a better digital experience is critical in today’s business environment. Clients expect
financial services firms to offer digital services on par with other industries. This technology investment is
easily diluted when there is a requirement to implement multiple times to meet different regulatory
requirements.

In the current SRO structure, it is difficult to find efficiencies given the need to maintain knowledge and
respect the requirements of two different SROs. This lack of efficiency can lead to higher costs to clients,
and to the inability to offer services to clients with smaller account sizes.

Costs of changes

In moving towards a new consolidated SRO model, we believe it is important to recognize the different
needs of the various constituents. Any changes to the existing SRO structure should ensure that access to
advice for clients with smaller account sizes or who are located in smaller communities across Canada is
not disrupted as a result of increased costs or requirements on dealers. We support an independent
entrepreneurial model that drives innovation and improved client service. Any new SRO regulatory
structure must support a viable opportunity for new market entrants. Excessive regulatory, capital or cost
burdens will deter new entrants. This prevents innovation, capital raising opportunities, solutions for
investors and overall industry growth.

Current back office solutions range from sophisticated third-party providers to in-house proprietary
software. For a significant sized dual platform dealer, a migration to a single book of record represents a
multi-year project with immense effort and significant operational costs. In addition, many firms have
invested significant capital into proprietary front-end or peripheral systems designed to enhance the client
experience. Should these need to be revisited or reconnected to other systems in a new model,
acknowledgement of these costs and flexible implementation timelines will be key. The scope and cadence
of recent regulatory reform has brought significant cost and development challenges to the industry’s
system providers. Consideration must be given to these entities as the move to a new SRO model could
marginalize currently viable businesses by creating technical incumbents and inadvertently creating a
monopoly. The industry will be better served if there is healthy competition among solution providers who
are motivated to continually invest and improve their platforms and the client experience.
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Fee Structure

It has become increasingly clear that the regulatory fees for members operating similar sized businesses
within the current MFDA and IIROC models are different, despite their common alignment and
responsibilities of protecting Canadian investors. The financial well-being of the new SRO model must be
balanced with that of the industry participants and the peripheral firms which support it. It will be extremely
important that the cost structure of a new consolidated SRO model be conducive to an environment that
encourages new entrants, stimulates innovation and is fair to all members. Incremental expenses could
ultimately be borne by the client, in the absence of other significant cost savings. The move to a new
consolidated SRO model will undoubtedly incur costs of harmonization and integration, however a
reduction in the regulatory burden could afford member firms with increased operational efficiencies and
cost reductions which can be passed on to clients.

Regulatory Arbitrage

The new consolidated SRO model should have broad oversight authority to ensure that investors have
access to the products and services best suited to their needs, rather than based on their advisor’s business
model or regulator. In the current regulatory environment, dealers, advisors and investors may make
decisions based on their regulator and differences in rules or interpretation. For example, advisors may
currently make decisions based on whether they can incorporate or direct commissions, or may take
advantage of an opt-out structure that insulates them from the appropriate level of SRO oversight. Investors
may make decisions based on regulatory oversight or documentation required. This regulatory arbitrage
should be eliminated, and the principles of regulation should be consistent for all market participants.
Product-based regulation should be consistent within the new SRO model. There should be no room for
regulatory arbitrage stemming from differences in rules or interpretations. A consistent unified approach
under the new SRO model is critical to create a level playing field that does not favour one business model
over another.

Investors

For the end investor, the new SRO model must be accessible, simplified and easily understood. We believe
that a move towards a single regulatory structure with a single set of principles and rules is ultimately in
the client’s best interest. In an increasingly complex industry, it is important for the regulatory environment
to be as transparent and as simple as possible for the client to transact. We support collaborative efforts to
help investors understand the role of the new SRO and specifics as they pertain to investor protection and
complaint resolution.
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We will be pleased to participate in any further public consultation on this topic or discuss our responses in
greater detail with you. We also thank you for giving us this opportunity to provide comments.

Sincerely,

Executive Vice President, iA Wealth
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Alberta Securities Commission

Autorité des marchés financiers

British Columbia Securities Commission

Financial and Consumer Services Commission, New Brunswick
Financial and Consumer Affairs Authority of Saskatchewan

Manitoba Securities Commission

Nova Scotia Securities Commission

Nunavut Securities Office

Office of the Superintendent of Securities, Newfoundland and Labrador
Office of the Superintendent of Securities, Northwest Territories

Office of the Yukon Superintendent of Securities

Ontario Securities Commission

Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island

Attention:
The Secretary

Ontario Securities Commission
comments@osc.gov.on.ca

Meé Philippe Lebel, Corporate Secretary and Executive Director, Legal Affairs
Autorité des marchés financiers
Consultation-en-cours@lautorite.qc.ca

Re:  Consultation on the Self-Regulatory Organization Framework

Citadel Securities Canada’ appreciates the opportunity to provide feedback to the Canadian
Securities Administrators (“CSA”) on the consultation on Canada’s framework for self-regulatory

organizations (“SR0s”).>

We commend the CSA for soliciting feedback from market participants to ensure that the
overarching regulatory framework continues to promote fair, efficient, and transparent markets in
Canada. The CSA along with the provincial securities regulators has effectively utilized SROs in
connection with carrying out market oversight responsibilities. In our experience, this approach
has delivered many benefits, including (a) national standards with respect to regulation and
supervision that universally apply across the various Canadian provinces and territories, (b)
effective market surveillance, and (c) the appropriate inclusion of specialized industry expertise in

! Citadel Securities is a leading global market maker across a broad array of fixed income and equity securities. In
partnering with us, our clients, including asset managers, banks, broker-dealers, hedge funds, government agencies

and public pension programs, are better positioned to meet their investment goals.

2 https://www.0sc.gov.on.ca/documents/en/Securities-Category2/csa._20200625 25-402_consultation-self-
requlatory-organization-framework.pdf
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the regulatory process. As such, we advocate for the continued appropriate separation between
SROs and government regulatory bodies and do not recommend removing market surveillance
responsibilities from I1IROC or adopting overly prescriptive requirements regarding the
independent governance structures of the SROs. Instead, we suggest that the CSA continue to
enhance information sharing arrangements with the SROs and consider consolidating the two
SROs into one self-regulatory body if it could result in additional efficiencies for the Canadian
financial markets.

* * * * * * * * * *

We appreciate the opportunity to provide comments on the SRO consultation. Please feel free
to contact the undersigned with any questions regarding these comments.

Respectfully,

/s/ Mark Wilkinson
President, Citadel Securities Canada ULC

/s/ David Archer
Head of CES Canada
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Dear CSA Working Group,

Re: Submission to the Canadian Securities Administrators (CSA) in response
to the Consultation on the Self-Regulatory Organization Framework

We are writing on behalf of the new Investor Protection Clinic at the University of
Toronto, Faculty of Law (the IPC) to provide our general feedback and comments
on specific issues and the related targeted outcomes raised in CSA Consultation
Paper 25-402: Consultation on the Self-Regulatory Organization Framework (the
CSA Consultation Paper).

The IPC at the University of Toronto launched in September 2020 to provide free
legal services and public legal education to members of vulnerable communities
who are at risk of suffering harm, or may have suffered harm and financial loss,
relating to their investments. We aim to improve access to justice by engaging in a
broad range of activities to educate the community and to promote investor
protection and rights. Our legal clinic serves retail investors in vulnerable
populations by increasing their understanding and access to information on investor
rights and recourse, and by providing free legal services. These communities will
include the elderly and newcomers to Canada.

We examined aspects of the CSA Consultation Paper which have a disparate
impact on retail investors and investor confidence, particularly those described
under Issue 5: Investor confusion and Issue 6: Public confidence in the regulatory
framework. In addition, we reviewed the materials referenced in Appendix B.



Below, we comment on three key concerns which relate to the following issues:

. reducing inefficiencies and investor confusion due to overlapping regulatory
jurisdiction;

. improving investors’ ease of access to advice and products; and

. improving the current regimes on enforcement and providing remedies for
investors.

1. Reducing inefficiencies and investor confusion due to overlapping
regulatory jurisdiction in the current SRO framework

We observe that inefficiencies due to overlapping regulatory jurisdiction create
investor confusion. The current self-regulatory organization (SRO) framework is
structured with a focus on specific products, such that Investment Industry
Regulatory Organization of Canada (IIROC) members can offer a wide range of
products from mutual funds, guaranteed investment certificates, stock, bonds and
options to more complex alternatives, while Mutual Fund Dealers Association
(MFDA) members can only offer mutual funds and exchange-traded funds (ETFs)
that meet the definition of a mutual fund. Dealers not regulated by these two SROs
are regulated by the CSA. This three-tiered system can cause confusion by limiting
investor access to advice and products, making it difficult for retail investors to
make the investment choices best suited to their needs and objectives.!

Having to navigate between the advisors and dealers under the various SRO
regimes can lead to investor fatigue, resulting in investors giving up on finding the
right investment for them. Investors in rural areas are especially susceptible to this
fatigue. The more rural an area, the less diversity there is in dealer membership.? If
a client of a MFDA dealer wants to diversify or expand their investment portfolio,
they must open a new account with a new investment firm. As a result, investors
sticking with one advisor are limited in their access to advice, knowledge, and
investments. In addition, dealers whose clients wish to invest in products not
offered by them may be incentivized to dissuade them from doing do. This is a
potential conflict of interest which potentially limits and harms investor choice.

Moreover, the regulatory overlap in the current SRO framework causes
inefficiencies in responding to evolving investor needs. When an investor's needs
shift, their current advisor may not offer the products best suited to meet their
changed circumstances. The newly-formed mismatch leads to suboptimal advice for
their investment portfolio, and potential investor confusion and fatigue where the
investor must spend time and energy to research and locate a new advisor and
investment firm and open a new account.



Reduce investor confusion with consolidated SRO platform

Both IIROC and the MFDA have proposed a consolidation of the SRO platforms,
though their respective proposals on how to reform the SRO framework differ.

IIROC proposes merging the platforms, followed by consultations to combine and
streamline the rules one by one.® This approach looks to leverage the strengths of
both the IIROC and MFDA. By contrast, MFDA proposes to build a new SRO to
prevent being confined to traditional SRO rules; the MFDA explains that this
approach may make it easier to implement new initiatives dealing with the
duplicative inefficiencies and public mistrust of the system. Below, we comment on
specific aspects of these proposals.

Improvements for investors under the proposals

Under either of the combined platform propositions, investors would be able to
access a diversified pool of investment products without having to switch advisors
or firms. Improved investment product access would improve investor to access to
the best investment advisors and products that suit their risk profile, financial
constraints and goals without being limited by dealer status. Accordingly, investors
would be less likely to suffer investment fatigue or confusion.*

We regard IIROC's approach as beneficial because a more gradual change in the
rules would allow investors and dealers to gradually adapt to the new SRO as the
rules evolve. By contrast, starting an SRO from a blank slate is a longer, more
complex process which requires the new rules be laid out from the outset. This
complexity means investors would face significant delays before they can enjoy the
benefits of the new system.

The MFDA approaches governance of the new SRO differently from the IIROC, but
we believe elements from both proposals would boost investor and public
confidence. IIROC approaches the new SRO's governance by proposing more
board directors with investor protection experience and the building of an expert
investor issues committee. By contrast, the MFDA emphasizes having CSA
nominees in addition to industry and independent directors on the board. The active
role played by CSA nominees will enhance public interest protection. A combination
of board directors with greater investor protection experience and the active
participation of CSA nominees will strengthen and protect investors’ interests.

Investors are concerned about the strong influence of industry on the board of
SROs, and the SROs’ ability to fulfill their public interest mandate. The CSA’s direct
participation as a board member can alleviate conflicts of interest inherent to a SRO
structure. In addition, directors on the board with investor protection experience
would serve to balance out the industry perspective by giving a greater voice to
investors’ concerns.® We support FAIR Canada’s proposal to staff the board of the
new SRO with an equal share of directors who represent SRO dealer members’
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interests and directors that represent the investing public’s interests.® These
changes to the new SRO governance structure would help guard against regulatory
capture, ensuring that the new SRO does not act in a way to benefit the very
industry that it regulates, rather than the public.

How will costs savings from merger benefit investors?

Under the current SRO framework, there are duplicative costs for firms that have
both MFDA and IIROC registered dealers. Under a new single SRO framework,
reduced operating costs to investment firms if passed on to their clients through
reduced costs and fees would mean lower investment costs for retail investors.” If a
new SRO framework could also simplify and streamline the investor experience by
facilitating access to advice and products, that would reduce investor confusion and
fatigue.

IIROC asserts that under its proposal, the merger to form a single SRO would
reduce overhead of the member firms which will be re-invested into customer
service and innovation. However, we are concerned that there seems to be no plan
associated with how these funds will be reinvested. A study published by Deloitte
states that over a 10 year period, the dual-platform investment firms can expect to
save $380-$490 million CAD.®2 However, of the 175 dealer firms that IROC
regulates, only 25 are dual platform dealers. °® Consequently, on the IIROC platform,
only 14% of IIROC firms would benefit from these cost savings; 86% of the current
IIROC dealers will not experience any savings. There is no guarantee that these
savings by 14% of its members will be redistributed to retail investors.

Cost-savings alone should not be determinative of how to reform the SRO
framework, especially without more plans on how the new framework would
improve the investor experience and reduce confusion. A simple merger for cost
savings, without more detailed proposals for reform on investor access to advice,
products and complaint resolution, might lead the regulatory industry to become
tired of this process, and stop before any real change has taken place. While there
is no clear answer as to how to reform the SRO framework to best address the
concerns of investors, we believe the CSA should consider which option would
have the best long-term outcome for investors.

2. Improving investors’ ease of access to advice and products

One of our overarching concerns with the current SRO framework is the lack of
transparency and control in the wealth management process from the investor’s
perspective and how it may exacerbate barriers to investing.



Reducing barriers to investment services

There is a persisting lack of access to the full range of products from one
representative and investors may face rigid barriers when attempting to transition
between investment services. For example, there is a growing demand for ETFs,
but access is limited for clients of mutual fund dealers.l° Investors who wish to
progress from mutual funds to ETFs may need to change firms or representatives.!

Some key factors which encourage investors to stay with more basic investment
products include: comfort with their current financial advisors and existing mutual
fund options??, lower levels of trust in alternative products relative to mutual fund
options'3, lack of access to a full range of products from one advisor or dealer'4,
“friction” or high switching costs for investors between mutual funds and other
products.'® Such barriers may discourage an investor from investing compared to
having an advisor within a dealer with access to a full range of products who can
guide them through the entire financial planning and investment process in one
setting.

We are also concerned with how investor access to investment products and
services may be affected by due to the economic incentives of advisors and dealers
under the current SRO framework. It is well documented in the financial economics
literature that there is a fundamental, prevalent conflict between the interests of
brokers and the interests of investors.'® There is evidence that certain incentive
structures skew mutual fund brokers incentives and can lead to worse investment
performance for their clients.” There is also significant evidence that mutual fund
sales loads skew brokers incentives leading brokers to sell inferior products to
customers.'® The current segregated SRO framework in Canada only exacerbates
the problem by limiting the type of products that a particular dealer can sell, which
could lead to investment advice which may not be the best tailored to their client’s
circumstances. For example, an MFDA member that can only sell mutual funds has
an incentive to sell mutual funds to their clients whether or not a different
investment product may be better suited for their clients’ needs.

Promoting more equitable access

The current regulatory framework may perpetuate differences in access based on
geographic, demographic or pecuniary differences. For example, an investor
residing in a rural area may not have access to certain products offered by IIROC
dealers as these areas are predominantly occupied by mutual fund dealers.1?

In considering how to reform the SRO framework, we consider that more equitable
access to investing may be promoted through improving consistency and
transparency in the interpretation of standards under the current regulatory
framework by each of the SROs.?° For example, differences in interpretation of
suitability requirements by each SRO create different ranges of access to products
for the same investor. A particular product may be viewed as suitable by a member
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of the IIROC, but unsuitable by the MFDA.?! This creates differences in access to
advice and range of products by two different investors who otherwise have
identical characteristics and risk profiles.

Under a new SRO structure of a single SRO, whether in the form envisaged by
IIROC or the MFDA, investor access to products could increase by allowing one-
stop shopping, a feature desired by 86% of current investors.?? It would also
promote competition for clients among dealers by enlarging the dealer pool rather
than separating dealers into two siloes. Overall, a single SRO would allow for a
larger and more efficient investments market.

Simply consolidating SROs into a new regulatory framework will not guarantee
improved access to investment products or services. Housing the current regulatory
framework within a parent organization, or having one organization absorb the other
does not change the retail investor experience unless this new organization is
focused on harmonizing regulations of dealers and product offerings, and sharing
information about access to products, services, and advice with the public through
outreach. It would be important for any new SRO framework to emphasize the need
to improve access, but it should also help investors understand what investment
services and products are available and how to find an advisor.

3. Improving the current regimes on enforcement and providing remedies
for investors

Shortcomings of SRO enforcement under the SRO framework

Under the current SRO framework, violations of SRO rules can lead to fines,
suspensions or industry bans for both firms and individuals.?® Yet despite these
enforcement sanctions, we believe that reform of the SRO framework should
address the need for improved enforcement mechanisms to properly protect retail
investors. Most notably, SROs lack the power to order restitution or to compensate
victims of wrongdoing by investment dealers.

We recognize that the level of coordination required between government and CSA
members could be problematic and poses challenges for establishing a
compensation scheme for investors, particularly at the SRO level. However, in our
view, an amended SRO framework should improve on the current avenues of
recourse available to investors and make an investor compensation scheme simple
to administer and accessible to investors.



What can be improved for investors?

In the United States, regulators can create compensation funds for harmed
investors.?* These funds are generally made up of disgorged amounts, fines and
interest.?® Ideally, a Canadian system would offer restitution in a similar way. To be
effective, then, SROs should have: (1) the power to maximize fine collections; and
(2) a structure which makes restitution orders as simple as possible for investors.

Today, industry representatives looking to avoid a fine imposed by [IROC or the
MFDA need only leave the industry — which many do.?® In response, some
provinces have sought to increase fine enforceability.?” While this has helped, most
fines still remain unpaid.?®¢ One potential solution, to improve enforceability, would
involve firms paying any amounts owed by former advisors.?® SRO contracts with
dealer firms could, for example, include joint and several liability clauses as
between firms and their representatives. This would increase collections, while also
incentivizing compliance and supervision at the firm level.3° We are cognizant that
this contractual mechanism might allow firms to indemnify advisors. However, in our
view, investor compensation and protection should be prioritized.

A single, comprehensive SRO would likely be more successful in administering a
future investor compensation scheme. It would allow for a single recovery fund
(regardless of product type), while minimizing investor confusion over the process.
Even if an SRO did not administer such a scheme, a single, comprehensive SRO
would help ensure consistency in both outcome and public communication.

The difficulties of pursuing compensation for an investor under the IIROC
arbitration program

Currently, an investor seeking a legally binding resolution for a dispute with an
IIROC dealer must consider either the IIROC arbitration program or civil litigation. In
the event an investor wishes to proceed with arbitration, they must pay arbitration
fees and related costs. Furthermore, while investors are not required to hire legal
representation in arbitration proceedings, the dealer firms against whom they are
seeking compensation will always be represented by a lawyer.

This dynamic creates a difficult situation for investors who have suffered financial
loss and harm due to misconduct or non-compliance by their investment dealer firm
and/or investment advisor. First, investors must grapple with the costs of arbitration
fees which may be prohibitive depending on the financial resources available to that
investor. Secondly, investors face the daunting prospect of representing themselves
in a legal proceeding against experienced counsel and this may lead to pressure to
retain legal counsel in arbitration, further increasing the direct costs to investors.
For many investors, the high cost of legal representation relative to the loss
suffered may hinder them from pursuing the claim. Third, IIROC arbitration is
capped at $500,000 plus interest and legal costs.®! While $500,000 is not an

-8-



immaterial amount of money to many retail investors, it may not be sufficient to an
investor who has lost their life savings due to their dealer or advisor's misconduct.
This creates a barrier for investors who have lost more than $500,000 as they will
have to pursue much more costly and time-consuming litigation.

Changes to the IIROC arbitration program should focus on reducing the direct costs
that currently fall on the complainant in order to make the program more accessible
to investors. As it stands, administrative and arbitrator fees are usually divided
equally between the investor and the IIROC dealer firm. IIROC should consider
different measures that could allow for a subsidization of investor fees related to
arbitration, either through increased membership fees or through use of collected
fines. In addition, resources should be dedicated to increasing investor competence
in self-representation so that if an investor cannot afford the costs associated with
retaining legal counsel, they will not be disadvantaged in arbitration proceedings.
This could be accomplished by creating investor-focused brochures or webcasts
that explain the essentials of how to represent oneself in an arbitration proceeding.

Improving the OBSI complaint process for investors

In our view, the Ombudsman for Banking Services and Investments’ (OBSI) non-
binding recommendation authority contributes to the complexity of the SRO
framework and is not sufficiently comprehensive to act in the public interest. Under
the current regime, OBSI only has the power to issue recommendations for
remedies.® These recommendations, while often followed, are non-binding on
dealer-members of the SROs.

Consequently, firms could negotiate down the amount of compensation paid out to
affected customers. A review found that in over 1 in 3 cases considered by OBSI,
the paid out compensation was not the recommended sum.3® While in half of the
cases, the subsequent payment was more favourable to the affected customer, in
cases where the payment was negotiated down, the reduction in payment amounts
was over three times the total increase in payments. This incapacity to issue
binding recommendations undermines the industry’s reputation and investor
confidence. Reform of the SRO framework should consider how to improve the
enforceability of OBSI recommendations, if it is not feasible for OBSI decisions to
have binding authority.

While we acknowledge the significant benefit to investors of having a complaint
process through OBSI, we observe a number of aspects that can be improved,
which in turn would improve access to justice for investors. For instance, the burden
of supplying evidence falls on the customer, yet customers are not given any
guidance on what type of evidence may be material. The online application process
does not provide any guidance on what to include or may be relevant to the
complaint. Case studies on the website show what factors OBSI may consider
during the investigation process for a successful claim. However, these case
studies feature financial terminology and situations which an average customer may
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not be familiar with. Moreover, the non-participatory nature of OBSI’'s complaint
process disregards the importance of testimony from the parties that ultimately
suffered loss. For those without the resources to access the court system OBSI
may be their only alternative. Yet, it lacks crucial features that can help reach a fair
and just decision.

Summary and Conclusions

We have commented on those aspects of the CSA Consultation Paper which have
a disparate impact on retail investors and investor confidence, particularly those
described under Issue 5: Investor confusion and Issue 6: Public confidence in the
regulatory framework. Our three key concerns relate to:

1. reducing inefficiencies and investor confusion due to overlapping regulatory
jurisdiction;

2. improving investors’ ease of access to advice and products; and

3. improving the current regimes on enforcement and providing remedies for
investors.

A consolidated SRO platform, whether achieved through merger or the formation of
a new SRO, would benefit investors by having the potential to reduce investor
confusion and fatigue. We believe that a consolidated SRO would also serve to
reduce barriers to investment advice, products and services that investors currently
face, as well as promote more equitable access to investing.

Cost savings should not be the primary determinant for the new SRO structure,
without considering how the savings may lower costs for investors or otherwise
improve investor access to advice, products and complaint resolution.

The restructuring of the SRO framework must address the shortcomings of the
complaints and disputes resolution processes for investors. An improved framework
should provide for the power to maximize fine collections and a dispute resolution
process which can provide compensation or restitution to investors in a timely and
cost-effective manner. To promote its public interest mandate, a new SRO’s
governance structure should include a board of directors with investor protection
experience, CSA nominees and independent directors.

We believe that reform of the SRO framework which considers and addresses the
issues which we have highlighted will serve to improve investors’ understanding,
provide appropriate investor protection and ultimately serve the public interest.
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We thank you for the opportunity to comment and participate in this consultation
process.

Sincerely yours,

Project SRO Working Group
Investor Protection Clinic

The University of Toronto, Faculty of Law
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Alberta Securities Commission

Autorité des marchés financiers

British Columbia Securities Commission

Financial and Consumer Services Commission (New Brunswick)
Financial and Consumer Affairs Authority of Saskatchewan

Manitoba Securities Commission

Nova Scotia Securities Commission

Nunavut Securities Office

Office of the Superintendent of Securities, Newfoundland and Labrador
Office of the Superintendent of Securities, Northwest Territories

Office of the Yukon Superintendent of Securities

Ontario Securities Commission

Superintendent of Securities, Department of Justice and Public Safety, Prince Edward Island

Attention: The Secretary Me Philippe Lebel, Corporate Secretary
Ontario Securities Commission and Executive Director, Legal Affairs
20 Queen Street West, 22nd Floor Autorité des marchés financiers
Toronto, Ontario M5H 3S8 Place de la Cité, tour Cominar
comments@osc.gov.on.ca 2640, boulevard Laurier, bureau 400
Québec (Québec) G1V 5C1

consultation-en-cours@]lautorite.qc.ca

Dear Sirs and Mesdames:

Re: the Canadian Securities Administrators Consultation Paper 25-402 — Consultation on the
Self-Regulatory Organization Framework

We are pleased to provide comments in response to the CSA Consultation Paper 25-402 — Consultation
on the Self-Regulatory Framework, dated June 25, 2020 (the "SRO Framework Consultation"). This letter
is being submitted on behalf of TD Waterhouse Canada Inc., TD Investment Services Inc., TD Asset
Management Inc. and TD Waterhouse Private Investment Counsel Inc. (collectively "TD" or "we"). TD
Waterhouse Canada Inc. is a Dealer Member of the Investment Industry Regulatory Organization of
Canada ("IIROC") and TD Investment Services Inc. is a Member of the Mutual Fund Dealers Association
of Canada ("MFDA"). TD Asset Management Inc. and TD Waterhouse Private Investment Counsel Inc.
are both directly regulated by one or more Canadian securities regulators (collectively the "CSA").

TD supports the CSA's efforts to review the benefits, challenges and issues of the current SRO
regulatory framework, as well as the CSA's targeted regulatory outcomes of promoting regulatory
efficiencies, harmonization, consistent access to products and services, flexibility for innovation, investor
protection and market surveillance.

The purpose of our submission is to highlight the importance of any new or amended SRO framework:
e allowing for a distinct mutual fund/ETF business ("mutual fund channel") to be preserved as a

separate registrant or as a line of business within a single registrant with multiple lines of
business;

Page | 1



e ensuring that investment advice at an affordable price continues to be available to Canadians;

e appropriately differentiating amongst the spectrum of service offerings, from order-execution
only, to simplified investment-fund only models, to full-service brokerage services, to
discretionary portfolio management; and

o facilitating new and innovative business models, including potential hybrid models, to best
provide clients with affordable suitable offerings.

Preserve mutual fund channel

TD agrees with the responses to the specific questions posed in the SRO Framework Consultation
provided by the Investment Industry Association of Canada ("llAC"), in their letter dated October 23,
2020. However, IIAC's letter is predicated on the assumption that an IROC-MFDA merger will inevitably
result in firms consolidating their IROC and mutual fund channels into one channel.

It is important for the CSA to note, and to anticipate that, some firms may still find value in preserving a
distinct mutual fund channel and a distinct full-service brokerage channel to best serve their clients'
needs in a cost-effective manner. Therefore, the regulatory framework for any new or amended SRO
should support firms either preserving a mutual fund channel as a separate registrant or structuring this
channel as a separate line of business within a single registrant with multiple lines of business. Where
organized as separate lines of business within a single registrant, the regulatory framework should allow
for treating each line differently, according to the specific products and services offered in each business
line.

Ensure access to affordable advice

Many Canadians have concerns about long-term financial security and prosperity. This has been
amplified with the pandemic. Accordingly, ensuring investors can access lower-cost, simplified
investment solutions remains more important than ever. As such, any new or amended SRO framework
must benefit investors by fostering investor protection while also maintaining investor choice for lower-
cost solutions. Eroding basic retail offerings through excessive regulation more suitable for more complex
products will adversely affect retail investors without significantly improving investor protection.

Differentiate service offerings

While we support greater consistency of regulatory approach where possible and appropriate, the
businesses that IIROC and MFDA regulate remain diverse and that diversity warrants appropriate
differentiation in regulation. Such differentiation is important for helping to ensure small retail investors
have ongoing access to cost-effective investment products and services.

As various stakeholders cited in the SRO Framework Consultation have noted, SROs have traditionally
regulated their members through prescriptive rules that often limit investment offerings and increase
regulatory burden for firms with less complex product offerings. By using a principles-based model that
differentiates requirements by product and service offerings, firms with simplified retail offerings could
meet regulations suitable to their offerings which would differ from those regulations suitable to firms
offering more complex products that are designed to achieve more sophisticated investment strategies.
Appropriate regulatory differentiation for simplified offerings would enable firms and the regulating SRO
to focus compliance and control resources on more complex offerings.

Accordingly, any new or amended SRO framework should appropriately address retail offerings in the
mutual fund space. The complexity of a mutual fund distribution channel that enables clients to purchase
fully paid mutual fund offerings is considerably less than that posed by channels which offer margin
trading, alternative funds or more sophisticated trading strategies. Any new or amended SRO
requirements should appropriately differentiate the level of regulation to reflect this diversity.

Accommodate Innovative Business Models
The provision of investment services continues to evolve in response to increased investor demand and
technological progress. In this changing environment, investors are better served when businesses

innovate in order to provide clients with improved products and services in an accessible, affordable
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manner. Often such innovation revolutionizes the way business is organized, including business
structure, products, offerings and service delivery.

TD encourages the CSA to ensure that any new or amended SRO framework can nimbly respond to and
accommodate new business models that better serve clients. We note that IROC's commitment to
innovation and accommodating new digital advice and service offerings has been well received by
business and clients, alike. Recent examples of IROC's progressiveness includes its guidance on:

e the use of automation in the account opening process for order execution only dealers;

e electronic signatures/e-signatures; and

¢ technological tools offered by order execution dealers for informing clients, such as portfolio
analyzer tools.

Neither SRO member clients nor the markets are protected or served by regulatory requirements that
cannot adequately accommodate innovative practices that respond to evolving client concerns,
expectations and demands.

Additional consultation on registrants directly regulated by CSA

We agree with the approach taken by the CSA in the SRO Framework Consultation, which was to
examine the issues and challenges of the current framework, without proposing any specific solutions.
While the SRO Framework Consultation does not propose any specific solutions, nor does it pose any
questions on a new or amended SRO regulating all registrant categories, we would like to note there
would be significant complexities and potential capital implications in moving investment fund managers,
portfolio managers and exempt market dealers, that are currently registered with the CSA, to an SRO
model.

Before any consideration is given to moving additional registrants to an SRO, we recommend that the
status of any potential merger or other combination of IROC and the MFDA on the existing regulatory
landscape, including capital obligations, business models, and investment products and services, be
assessed.

Thank you for the opportunity to provide our views and recommendations regarding the SRO Framework
Consultation. Should you require any further information please do not hesitate to contact us.

Sincerely,

t%% AL
Leo Saiém, Kerry Peacock,

Group Head, Wealth Management EVP Branch Banking and Distribution Strategy
and TD Insurance
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Vendredi 23 octobre 2020,

Me Philippe Lebel

Secrétaire de I’Autorité Autorité des marchés financiers
800, rue du Square-Victoria, 22e étage

C.P. 246 Tour de la Bourse Montréal (Québec)

H47Z 1G3

Objet : 25-402 - Consultation sur le cadre reglementaire des organismes
d’autoréglementation

Je souhaite soumettre un commentaire aux Autorités canadiennes en valeurs
mobilieres (ACVM) et a I’Autorité des marchés financiers.

La présente consultation qui porte sur le cadre reglementaire des organismes
d’autoréglementation (OAR) canadiens aura vraisemblablement des impacts
majeurs au Québec. Toutefois, cette importante consultation a été décidée et se
déroule a toutes fins utiles a I'extérieur des frontieres de notre territoire puisqu’elle
a été initiée par les grandes institutions de dépot canadiennes de Toronto avec
comme objectif principal 'amélioration de leurs propres conditions tout en y
greffant de vagues promesses d’apparat concernant une protection accrue des
épargnants.

Il ressort de cet exercice que la situation de quasi-monopole dont bénéficient déja
les grandes banques avec leurs réseaux de distribution se consolidera encore
davantage puisque les petits courtiers en épargne collective se retrouveront privés
de représentation a la table des grandes firmes de courtages advenant une fusion
des deux OAR canadiens. Ce qui est déja annoncé. Conséquemment I'APCSF par la
voie de son président et conseil d’administration a entrepris la diffusion d’'une
pétition pour mettre au courent les représentants en fonds communs de l'initiative
de ceux deux organismes. Liens pour la pétition :

e http://chng.it/QwCGdwvK (francais)
e http://chng.it/j4MpMRYs (anglais)

L’encadrement reglementaire appliqué par les associations de sociétés de courtage
que sont 'OCRCVM et ’'ACCFM qui prévaut actuellement dans le reste du Canada
(ROC) est un encadrement d’'une autre époque qui favorise les sociétés bancaires et
qui considére les conseillers comme des « employés ». Dans ce modele éculé, les
OAR supervisent les firmes de courtage et les firmes de courtage encadrent les


http://chng.it/QwCGdwvK
http://chng.it/j4MpMRYs

intermédiaires a qui elles imposent un fardeau de regles prescrites et d’obligations
qui ne cessent de s’alourdir. Dans ce systeme, les conseillers sont considérés comme
des subalternes et ne participent pas de fagon démocratique a I'amélioration des
pratiques, a la déontologie, a 1a formation continue, a la prévention et a la
reconnaissance de leur professionnalisme et a 'Independence du conseil financier.

Les acquis du professionnalisme

Par ailleurs, le modéle québécois actuel responsabilise le conseiller professionnel
qui doit prioritairement servir I'intérét du client avant le sien. C’est le cceur du
professionnalisme. Les clients doivent pouvoir avoir confiance en leur conseiller en
raison de la complexité du domaine et des impacts possibles sur leur santé
financiere.

e Le conseiller membre de la CSF peut se prévaloir de plusieurs privileges que
lui conféere son appartenance a une organisation professionnelle :

e Le contrdle sur la formation continue et la qualification des membres par
I'entremise de la CSF

¢ Une autonomie certaine dans I'organisation et la régulation des activités
professionnelles

e La participation aux activités, au conseil de 'organisation, aux différents
comités, dont le comité de discipline et aux décisions concernant la
profession

e L’obligation spécifique de servir l'intérét supérieur du client n’est pas inscrite
dans la reglementation des OAR canadiens.

Concurrence affaiblie = protection du public menacée

La protection du public passe par une saine concurrence. En forcant I'établissement
de nouvelles regles sur le territoire québécois dont les répercussions risquent de
nuire a la survie des courtiers, de petites tailles, les OAR canadiens et les ACVM vont
favoriser la mainmise des grands groupes financiers sur le secteur des valeurs
mobilieres, laissant le marché devenir de plus en plus concentré.

En limitant la concurrence ou en réduisant I’entrée sur le marché de joueurs de plus
petites envergures sans avantage démontrable pour les consommateurs, les
décideurs des ACVM pourraient rompre I’équilibre essentiel entre les intéréts de la
protection des consommateurs et les vertus du marché dynamique et concurrentiel
qui caractérisent le Québec aujourd’hui.

L'importance du conseil pour tous les Québécois

Il est primordial pour I'Etat québécois que les familles puissent avoir acces a des
professionnels des services financiers afin de les aider a gérer leur situation
financiere.



Le conseiller en services financiers est la clé de voiite du systéme qui assure que le
plus grand nombre de contribuables possibles bénéficient d’épargne retraite afin de
ne pas trop imposer de pression sur le filet social des gouvernements. Le
gouvernement ne doit pas négliger I'importance et la fragilité de I'écosysteme qui
caractérise aujourd’hui le Québec. Le Québec et ses institutions, le ministére des
Finances doivent, dans les faits protéger le modele que s’est donné le Québecil y a
20 ans. Un modele qui donne d’excellents résultats, qui est a 'image de sa
population, qui est diversifié, qui permet aux Québécois des régions et aux
entreprises régionales de bénéficier de conseils professionnels de premier plan et
de prospérer.

Toute tentative de bouleverser cet équilibre risquera d’avoir des conséquences
néfastes pour le Québec et I’ensemble des Québécois.

Je remercie les ACVM de bien vouloir tenir compte de la position de L’APCSF
concernant cette consultation.

Flavio Vani
Président APCSF
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Dear Sirs/Mesdames,

Superintendent of Securities, Department of
Justice and Public Safety, Prince Edward
Island

Nova Scotia Securities Commission
Securities Commission of Newfoundland and
Labrador

Registrar of Securities, Northwest Territories
Registrar of Securities,
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Me Anne-Marie Beaudoin

Corporate Secretary

Autorité des marchés financiers

800, Square Victoria, 22e étage

C.P. 246, tour de la Bourse

Montréal (Québec) H4Z 1G3
consultation-en-cours@Ilautorite.qc.ca

RE: CSA Consultation Paper 25-402 — Consultation on the Self-Regulatory Organization Framework

We are writing in response to CSA Consultation Paper 25-402 — Consultation on the Self-Regulatory

Organization (“SRO”) Framework. We are appreciative of the CSA’s efforts to evaluate the SRO
framework in Canada.

Leede Jones Gable (“LIG”) is a national independent, employee-owned investment dealer and is

regulated by IIROC. LIG takes an active interest in regulatory initiatives and actively participates in
several industry regulatory bodies.

SUITE 3415, 421 - 7TH AVENUE SW, CALGARY, ALBERTA T2P 4K9
PHONE: 403-531-6800 FAX: 403-531-6914 TOLL FREE: 1-800-430-6999 WWW.LEEDEJONESGABLE.COM



LIG participated on the IIAC working group reviewing this consultation. We support IIAC's comments
regarding the SRO framework. Investors will benefit from the clarity a single SRO environment
provides. Registered firms will benefit from cost reductions, and a single SRO should be more cost
effective. Finally, a single SRO can ensure more consistent application of securities legislation and
regulations across all registrant types, which should result in a level playing field for all participants.

The current regulatory landscape is intricate and difficult to navigate for the average investor. The
solo nature of different registrants can cause confusion for investors. Investors may not fully
understand what protections are available to them when dealing with firms that are under different
regulatory regimes or that they have no protection when dealing with unregulated entities. Having
one SRO would simplify and improve investor education and would help investors know when they
are dealing with an unregulated entity.

IIROC commissioned Deloitte LLP to assess the benefits and costs of SRO consolidation. Deloitte LLP
determined that consolidation would result in aggregate industry savings of between $380 - $490
million over a 10 year period. In addition to the savings for registered firms, the SROs themselves
would see cost reductions from redundant functions such as operating two finance and human
resource departments. A more efficient SRO should result in reduced fees for regulated firms.

We believe asingle SRO model could also mitigate regulatory arbitrage. Regulation between different
registrant classes, different regions, and different SROs is uneven leading to regulatory arbitrage for
some registrants. Having a single SRO with consistent compliance would eliminate this issue. A single
SRO model should achieve more consistent application of regulation through compliance reviews. A
single SRO can also provide a clearer, fuller picture of how the investment industry is adapting to
changes in the industry and supports timely and consistent updates to regulation as needed.

We appreciate the opportunity to comment on this matter. If you have any questions or further
inquiry, please feel free to contact us.

Sincerely,
Leede Jones Gable Inc.

“ Jim Dale;

Chief Executive Officer

SUITE 3415, 421 - 7TH AVENUE SW, CALGARY, ALBERTA T2P 4K9
PHONLEL: 403-531-6800 FAX: 403-531-6914 TOLL FREE: 1-800-430-6999 WWW.LEEDEJONESGABLE.COM



CSA Consultation Paper 25-402 Consultation on the Self-Regulatory Organization

To the attention of:

The Secretary

Ontario Securities Commission

20 Queen Street West, 22" Floor
Toronto, Ontario M5H 3S8

Fax: 416-593-2318

E-mail: comments@osc.gov.on.ca

Question 3.1: What is your view on the issue of regulatory inefficiencies and the
stakeholder comments described above? Are there other concerns in respect of this
issue that have not been identified? If possible, please provide specific reasons for
your position and provide supporting information, including the identification of data
sources to quantify the impact or evidence your position.

The problems that the failure of SRO in British Columbia has wrought on the life of a
100-year-old client has been a 14-year demonstration of the fact that SRO in British
Columbia is not treated seriously, and the regulatory apparatus performs overt bad
faith; specifically:

e The regulators disregard the evidence that the client asked for GICs
repeatedly and the practice of extreme dehumanization is practiced in
that the regulators ask questions based on an assumption that the client
asked for segregated funds, and the evidence says the opposite. The
false SRO practices amount to a Kafkaesque charade.

e The Ministry of Finance of BC has disregarded evidence that

demonstrates that one of the investment companies that the client

retained was not authorized to sell GICs for a ten year period from 2004



to February 2014 and there has been no questioning of the elaborate
deception perpetrated against the client and indulged by the OFSI when
they were informed about the fraud. They have documented in an e-mail
thread, that it is unlawful to pretend to provide GICs in exchange for
consideration, but they have chosen to do nothing about the dishonest
acts.

¢ At no time have any of the agencies that the client approached since
2006 questioned the lack of the IIROC Rule 2500 verification of account
practices.

e The record indicates that the SRO system in BC is a pretend exercise,
and it can only be concluded that following the rules is ‘optional’ and the
victims can be just left in a situation of intense mental trauma and
financial exploitation for years with no consequences to the instigators of

this blatant predatory elder abuse.

“iii) Regulatory capture

In this Consultation Paper, "regulatory capture" refers to a regulatory agency that may
become dominated by the industries or interests they are charged with regulating. The
result is that an agency, charged with acting in the public interest, instead acts in ways
that benefit the industry it is supposed to be regulating. Factors that cause regulatory
capture include a regulator being subject to excessive levels of influence from industry
stakeholders, a regulator not having sufficient tools and resources to obtain accurate
information from industry or to deter industry wrongdoing, or regulatory incentives
being skewed toward industry stakeholder interests.

An investor advocacy group stated that the inherent conflict between the SROs'
obligation to their members and their public interest mandates may not be manageable
under their current governance structures and may result in the erosion of public



confidence. Specifically, they expressed concern about regulatory capture occurring
when SRO actions are inappropriately influenced by industry stakeholder interests. By
contrast, two investment industry associations stated that SROs need to be more
responsive to industry, with one noting that its inability to directly access an SRO's
board of directors runs contrary to the concept of 'self'-regulation.”

“THE TONE AT THE TOP” has demonstrated a thorough-going practice of impunity for
the infliction of indictable offenses against vulnerable clients — misleading and refusing
to deliver what the client requests. This has necessitated that a political solution be
devised that will require all personnel to understand that we all have duties to ensure
that everyone’s rights are protected. [Article 29 of the Universal Declaration of Human
Rights] and that SRO be required to put all relevant Criminal Code Sections as the
primary regulative tools.

It is no longer possible to allow undue enrichment to replace good faith practices as

the dominant values in marketing of securities. The Finance Committee in Parliament
under MP Wayne Easter was satisfied with a few changes to the Ministry of Finance

website asking for ‘more financial literacy’ instead of facing the 4500 pieces of

evidence that came out of the CBC Go Public investigation into fraud and forgery in
banking and investment from Feb-May 2017.

https://www.cbc.ca/news/business/financial-industry-employees-forge-
documents-more-often-than-you-d-think-
141382127 __vfz=medium%3Dsharebar

The regulatory culture in BC must never be allowed to destroy the capacity of SRO to
function by allowing vendors of service to not have to account for why they have failed
to practice the IIROC Rule 2500 verification procedure. This has been avoided and not
answered by

e The BC Securities Commission

e The RCMP

e The Insurance Council of BC

e MFDA

e OBSI



e [|IROC

¢ MLAs who have been approached for help
The record demonstrates a captured culture and will require everyone who is wanting
common law of contract norms to be protected to band together and require that our

elected representatives take a stand against such corruption of the regulatory process.

Alan Blanes
Vancouver Island
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PEAK Financial Group (“PEAK”) welcomes the opportunity to provide comments on CSA’s
Consultation Paper 25-402: Consultation on the Self-Regulatory Organization
Framework, which examines how the roles fulfilled by the Investment Industry
Regulatory Organization of Canada (IIROC) and the Mutual Fund Dealers of Canada
(MFDA) can be better aligned with the innovation and evolution that has occurred in the
marketplace since the current structure was put in place twenty years ago.

Who We Are

To establish a constructive position for the industry and to give independent financial
advisors a strong voice, PEAK Financial Group carefully considered this matter. To that
end, it consulted a number of its financial advisors. Several members of PEAK’s
management team, members of its compliance team and external consultants were also
involved in developing this brief.

PEAK Financial Group is the largest network of independent advisors in Quebec and one
of the top fully independent multidisciplinary dealers in Canada. It was founded more
than 28 years ago and operates across Canada, with more than $11 billion in assets under
administration. It has 1,500 independent advisors, professionals and employees who
serve more than 150,000 investors across the country with impartial and independent
financial advice.

PEAK Financial Group includes PEAK Investment Services, PEAK Financial Services, PEAK
Securities and PEAK Insurance Services.



General Comments

As the CSA is aware, the current self-regulatory structure has been in place for over 20
years. The industry has since evolved significantly, making it time to revisit the structure.

Regarding the reasons for reform of the SRO system, the Consultation Paper provides a
helpful summary of the comments provided by a broad range of stakeholders in the
informal consultations the CSA conducted in 2019. Those comments clearly set out the
benefits, challenges and issues presented by the current SRO system.

We commend the CSA for taking this two-step approach of first, gathering comments
from the market, and then, reflecting and using those comments to ask more specific
guestions. Those comments lay out all of the reasons why reform is no longer a avoidable.
They clearly illustrate why it simply makes sense to get on with it.

Another clear reason to get on with it is that CSA’s own regulatory initiatives have been
creating the conditions where consolidating the SRO function is inevitable and necessary
to achieve CSA’s objectives. The clear example is the Client Focused reforms. These
reforms make changes to the registrant conduct requirements. The objective was to
better align the interests of securities advisors, dealers and representatives with the
interests of their clients, improve outcomes for clients, and make clearer for them the
nature and the terms of their relationship with registrants.

But, while the objective was to harmonize registration-related rules regardless of which
SRO the advisor falls under, the result has been otherwise. In fact, there are differences
in the way know-your-client and suitability requirements are applied by the different
SROs. As a multi-disciplinary dealer, it is frustrating and time-consuming to work through
and apply the subtle and not-so-subtle differences of the SRO requirements.

As a final general comment, we are pleased that this is a CSA initiative. We are
optimistically assuming that the reform that goes forward will lead to a single SRO which
is recognized and applicable by all provinces. As a dealer operating across Canada, we
look forward to a more efficient framework, so we can provide better service to Canadian
investors.



Overall Framework of New Structure

Considering the questions in the paper, we strongly recommend that the CSA retains the
self-regulatory framework for the future structure that will be put in place. The
advantages of such a structure is that by sharing the governance role with market
participants, the regulator is much better attuned to the needs of its participants, thereby
ensuring that the regulatory oversight structure serves the needs of dealers and investors.

Because market participants are around the table, they are able to communicate and
demonstrate their needs practically in ‘real time’. As we are all aware, the industry has
been evolving at a rapid pace and is expected to keep doing so in the foreseeable future.
It is important that the regulatory framework be able to respond promptly to those
changes rather than in retrospect.

A self-regulatory structure, in fact, creates a beneficial working partnership and commits
all participants to work in harmony together.

Specific Comments

Below are our views on the three key issues set out by the CSA:
1. Structural Inefficiencies
2. Investor Confidence

3. Market Surveillance

1. Structural Inefficiencies

We begin with our comments on structural inefficiencies of the current framework and
the sub-issues the paper lists under that heading.

a) Duplicative operating costs for dual platform dealers
b) Product-based regulations

c) Regulatory inefficiencies

d) Structural inflexibility



The current regulatory structure is designed to oversee dealers according to the type of
financial product or service they provide. Full-service investment dealers are required to
be members of IROC, and mutual fund dealers must be members of the MFDA, except in
Quebec, where mutual fund dealers are regulated directly by the Autorité des marchés
financiers (AMF).

For PEAK, which operates across the country, including Quebec, this means that we are
being visited and audited by three regulators throughout the year, all with their particular
approaches. It means separate meetings, three separate rule books, and different
compliance structures, staff, and back-office support systems.

A single regulatory structure involves a single audit, a more harmonized set of rules which
allows us to better integrate our compliance and back office systems and reduce costs.
We foresee not only savings in operating costs, but the opportunity to reinvest those
savings into innovations and better services to our advisors so that they are better able
to serve their investor clients.

We also believe that an integrated SRO will be in a better position to respond to
facilitating innovations that are being requested by investors. Examples include the use
of electronic signatures, email and online financial checks. Some professions and
organizations have already made this shift successfully, such as the legal profession and
the Canada Revenue Agency. There is no reason why these cannot be implemented in the
investment advisory sector. In fact, the new entity could create a dedicated work stream
with its members to explore harnessing technology to improve and enhance investor
services.

The new structure, should, however, ensure it preserves certain elements that are
important for the viability of certain business models. Specifically, we refer to the ability
of advisors currently under the MFDA regime to be able to direct their commissions to
personal corporations. Any new harmonized structure should give advisors the flexibility
to obtain administrative services though a corporation.

The new structure should also revisit some rules with a view to ensuring they meet the
‘reality’ test. One such rule is the strict regulation of outside business activities of
advisors. These rules do not reflect the fact that many advisors are also members of a
community and are expected to be involve in that community as sports coaches,
community organization members etc. Severely restricting these activities and labelling
them all as creating conflicts of interest in the advisor’s ability to provide their
professional services is an overreach by the regulator. These rules should be reviewed.



2. Investor confidence

a) Investor confusion
b) Public confidence in the regulatory framework

Regarding investor confidence, we consider this question in regard to the level of
satisfaction from the clients of our advisors. We are happy to report it is quite high.
However, we have not specifically asked clients whether the existence of multiple SROs
creates a confidence or confusion issue for them. We suspect not many have given it any
thought. But, intuitively, we feel that greater harmonization would enable investors to
benefit from a more efficient financial advisory community, help raise public confidence
and remove any investor confusion which may exist.

The current regulatory model requiring clients to deal with different advisors to obtain
financial services and products is sub-optimal. A single point of service is less confusing
that having to go through several structures.

In addition, a consolidated SRO would mean a single exclusive regulatory body focusing

on helping to build investor confidence. Furthermore, the investor could turn to a single
regulator.

3. Market surveillance

a) Separation of market surveillance from statutory regulators
We are not aware of any specific problems with IIROC’s current double role of market
regulation and market surveillance, but we would support further study of this issue. Its

resolution should not, however, delay the reform of the SRO structure.

Creating a harmonized, more efficient SRO structure should proceed without delay.



Conclusion

To reiterate our position, we strongly support consolidation of SROs as this will not only
benefit the financial advisory industry, but ultimately the Canadian investor, who will
experience a simplified regulatory framework. Our collective efforts would be reallocated
rather than maneuvering through an overly structured and complex regulatory
framework.

We would like to thank the CSA for this opportunity to submit our comments.

Respectfully,

/04/%‘_9“5

Robert Frances
Chief Executive Officer
PEAK Financial Group
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Summary

Introduction

As part the consultation process conducted by the Canadian Securities Administrators (CSA)
on the self-regulatory organization framework, the purpose of this brief submitted by the
Groupe de recherche en droit des services financiers (GRDSF) (research group on financial
services law) is to enrich the debate surrounding some of the issues presented in the
Consultation Document 25-402 and to assess solutions that could improve the current legal
framework.

From the standpoint of protecting retail investors, our comments focus on investment services,
i.e. investment advice, portfolio management, securities trading and financial planning.

Part 1. An overview of intermediaries providing investment services

Investment dealers provide investment advice and trading services for all types of securities,
including stocks, bonds, mutual funds, exchange-traded funds (ETF).

Mutual fund dealers provide advisory and trading services for investment funds, mainly mutual
funds.

Other intermediaries offer investment services, including exempt market dealers, scholarship
plan dealers, restricted dealers, advisors (portfolio managers), financial planning firms and
intermediaries in the life insurance sector who provide advice and trade insurance investment
products, such as segregated fund individual variable insurance contracts, commonly known as
“segregated fund contracts”.

Part 2. Regulatory issues of investment services provision

This part focuses on some of the issues addressed in the Consultation Document namely
product-based regulation (Issue 2) and investor confusion (Issue 5).

Research shows convergence of the investment services provided by intermediaries. Among
those, advisory services represent a central core element for all the intermediaries.

Despite the similarity of the services provided, the regulatory framework is currently based on
a fragmented approach focused on products rather than on the activities of intermediaries.

This fragmented framework is characterized by multiplication of regulatory authorities who
establish various registration categories and sets of rules applicable to the intermediaries.

These authorities include the following organizations:

o The Investment Industry Regulatory Organization of Canada (IIROC) which regulates
investment dealers, their managers and representatives providing services across Canada.

o The Mutual Fund Dealers Association of Canada (MFDA) which regulates mutual fund
dealers, their managers and representatives providing services across Canada, except in
Québec.



o The Chambre de la sécurité financiere (CSF) which is responsible for regulating mutual fund
dealers’ representatives, scholarship plan dealers’ representatives, financial planners and
representatives in insurance of persons doing business in Québec.

o Securities authorities, including the Autorité des marchés financiers (AMF) and Financial
Markets Administrative Tribunal (MAT) in Québec, and the other provincial and territorial
securities authorities in Canada that are part of the CSA. The AMF and the MAT regulate,
among others, investment dealers, exempt market dealers, advisors (portfolio managers),
scholarship plan dealers, financial planning firms and their representatives doing business in
Québec.

Among the negative impacts, this fragmented framework may lead to unequal protection for
investors which is reflected in the different investor protection plans provided for in cases of
insolvency or fraud by intermediaries. These plans vary depending on the registration category
and the province where intermediaries do business.

The investor protection plans include the Canadian Investor Protection Fund (CIPF) for
investment dealers who are members of the IIROC and the MFDA Investor Protection
Corporation (MFDA IPC) for mutual fund dealers regulated by the MFDA.

In addition to these plans existing across Canada, there is, in Québec, the Fonds d'indemnisation
des services financiers (FISF) which provides compensation for victims of fraud, fraudulent
practices and embezzlement in respect of financial products or services provided by mutual
fund dealers and scholarship plan dealers, representatives of such dealers, insurance firms and
representatives, insurance adjusters, financial planners and mortgage dealers registered with the
AMF.

The multiple regulatory authorities and the various registration categories, sets of rules and
investor protection plans can also create confusion among investors.

Part 3. Towards a reform of investment services regulation

In this part, we present the guiding principles that could serve as a basis to assess the current
regulatory framework and the reform proposals submitted by the IIROC and the MFDA and
other solutions.

Given the analysis standpoint of this brief, and as part of a reform, we recommend the creation
of a regulatory framework with the following characteristics, namely an integrated, simplified,
specialized and flexible framework, that will provide investor protection and maintain public
trust in this core sector of the economy.

In light of these guiding principles, the framework contemplated would maintain the self-
regulatory model but should be designed using a coherent, holistic approach covering all
investment sectors, i.e. investment advisory services, portfolio management services, securities
trading services, financial planning services and life insurance services offering insurance-
related investment products.

This holistic approach should focus not on products but on the activities performed by the
intermediaries who may offer similar services.

An integrated framework should cover both the individual and organizational aspects of
investment services provision, by giving the supervisory authorities jurisdiction over the three
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groups of stakeholders (firms, their managers and representatives), as is currently the case for
the IIROC and the MFDA.

A specialized and flexible framework should also be able to adjust to the complex situations
and constant changes that characterize the investment services industry in Canada.

Based on these guiding principles, our analysis of the proposals submitted by the IIROC and
the MFDA shows that both contain several aspects that echo the approach we recommend.

If we compare the solutions proposed by the two bodies, the MFDA’s solution appears to us to
be more appropriate, in that it is more conducive to a holistic, simplified and flexible approach
for regulating this sector of the financial services industry.

The MFDA'’s proposal takes into account the specific situation of Québec, where the
organization is not currently recognized by the AMF as a self-regulatory body, and where the
CSF currently acts as a self-regulatory organization for representatives in the mutual fund and
scholarship plan sectors and in other financial services sectors.

In our comments of the MFDA’s proposal with respect to the specific situation of Québec, we
express some concerns that lead us to submit proposals with a view to improving the regulatory
framework of investment services.

Conclusion

e Our analysis of the fragmented regulatory framework of investment services and the potential

negative impacts of the current situation highlights the need to review the structure and content
of the SROs’ regulatory framework and the elements to be considered for the reform.

e Overall, we believe the proposals submitted by the IIROC and the MFDA offer some promising

solutions that will help improve the self-regulatory organization framework.



Introduction

On June 25, 2020, the Canadian Securities Administrators (CSA) published the CSA Consultation
Paper 25-402 — Consultation on the Self-Regulatory Organization Framework to obtain comments
on the issues connected with the proposed review of the current framework for two self-regulatory
organizations, the Investment Industry Regulatory Organization of Canada (IIROC), which
regulates investment dealers and their representatives, and the Mutual Fund Dealers Association
of Canada (MFDA), which regulates mutual fund dealers and their representatives.*

The purpose of this brief is to enrich the debate surrounding some of the issues presented in the
Consultation Document and to assess solutions that could improve the current framework. It
focuses on investment services, i.e. investment advice, portfolio management, securities trading
and financial planning.? In view of the scope of the consultation, our specialty fields and time
constraints, our comments are mostly made from the standpoint of protecting retail investors.®

In the first part of the brief, we present an overview of the main intermediaries, and in the second
part, we comment on two of the issues set out in the Consultation Document, namely Issue 2, on
product-based regulation, and Issue 5 on investor confusion. Consideration of these two issues
reveals the fragmentation of the current framework and the need for a review. It also highlights
the relevance of the proposed reform, and the need to contextualize the possible solutions presented
in the third part of this brief.

Although this brief does not address any of the other issues identified by the CSA, we
acknowledge, like the stakeholders surveyed by the CSA as part of the informal consultation
process, that the current legal framework may be responsible for certain regulatory inefficiencies
and a level of structural rigidity that is detrimental to stakeholders (investors, industry
intermediaries, regulatory authorities, etc.), particularly in terms of the associated costs.

The comments made in this brief are based on research carried out since 2007 by the Groupe de
recherche en droit des services financiers (GRDSF) (research group on financial services law) at
the Faculty of Law of Université Laval, of which the brief’s authors are members. The Group

* The authors thank Benjamin Waterhouse for the English translation of this brief. The authors also thank the
members of the GRDSF who took part in a research program on dealers and financial advisors, whose publications
served as a basis for this brief.

! CANADIAN SECURITIES ADMINISTRATORS, Canadian Securities Administrators Consultation Paper 25-

402— Consultation on the Self-Regulatory Organization Framework, June 25, 2020, [Online]:

https://lautorite.gc.ca/fileadmin/lautorite/consultations/valeurs-mobilieres/2020-10/2020juin25-25-402-doc-

consultation-oar-en.pdf (Consultation Document).

The term “investment services” covers a financial service sector that is not defined as such in Canada’s financial

regulation. The term is used by the GRDSF researchers to refer to a set of services provided to address a growing

need among consumers for investment advice to manage and grow their savings.

For the purposes of this brief, the term “retail investors” refers to individual clients or clients other than institutional

investors, the latter mainly including financial institutions, retirement funds, investment funds and public bodies.

EEINT3

“Retail investors” may also be referred to as “savers”, “clients” and “consumers”.




conducts research to understand and provide a critical assessment of the legal and organizational
framework surrounding investment services.*

To simplify the text, the terms “intermediaries” and “registrants” are used to refer to firms and
individuals offering investment services, including investment dealers, mutual fund dealers,
restricted dealers, scholarship plan dealers, exempt market dealers, advisors (portfolio managers),
financial planning firms and life insurance firms (for insurance investment products), and the
representatives of all these different firms.

In addition, in the brief, the terms “regulatory authorities” and “supervisory authorities” are used
to refer to securities authorities such as the Autorité des marchés financiers (AMF) and the
Financial Markets Administrative Tribunal (MAT) in Québec, and the other provincial and
territorial securities authorities in Canada that are part of the CSA. These terms also cover self-
regulatory organizations (SRO), such as the IIROC, the MFDA, and the Chambre de la sécurité
financiere (CSF). These authorities, in their respective jurisdictions, exercise a variety of
regulatory, administrative, enforcement and disciplinary powers over intermediaries providing
investment services. Lastly, it should be noted that the observations set out in this brief are not
intended as criticisms of individuals or regulatory authorities; their purpose is to enrich the debate
and fuel thinking on how to improve the regulatory framework for the investment services industry
and enhance the protection given to investors.

4 A list of the GRDSF’s main publications can be found in Appendix 1 to this brief.



Part 1. An overview of intermediaries providing investment services®

Before presenting our thoughts about the regulation set up by the SROs, we will begin by looking
briefly at the investment dealers and mutual fund dealers that are subject to the regulation, and at
the other intermediaries providing investment services in Canada.

1.1 Investment dealer intermediaries®

Investment dealers provide investment advice and trading services for all types of securities,
including stocks, bonds, mutual funds, exchange-traded funds (ETF), exempt market products,
futures contracts, derivatives and alternatives. These dealers may also provide discretionary
portfolio management services by taking over asset management on behalf of investors. Their
services may also be limited to trading services for order-execution only securities.’

1.2 Mutual fund dealer intermediaries®

Mutual fund dealers provide advisory and trading services for investment funds, mainly mutual
funds.® Unlike investment dealers, mutual fund dealers cannot offer investment products such as
shares, bonds and derivatives. Similarly, they cannot offer certain services, such as the
discretionary portfolio management services provided by investment dealers.

Most mutual fund dealers distribute investment fund products produced and managed by one of
their affiliates in the same financial group. It should be noted that, today, most investment and
mutual fund dealers work within corporate structures involved in an extensive range of financial

This part does not present some specific investment service industry intermediaries such as “investment fund

managers”. For a detailed description of these intermediaries and the services they provide, see the Consultation

Document, supra, note 1, p. 2-7; Policy Statement to Regulation 31-103 respecting Registration Requirements,

Exemptions and Ongoing Registrant Obligations (including the most recent amendments in force on December

31, 2019), in part 7, p. 31-35; Raymonde CRETE and Cinthia DUCLOS, “Le portrait des prestataires de services

de placement”, in R. CRETE, M. NACCARATO, M. LACOURSIERE and G. BRISSON (Eds.), Courtiers et

conseillers financiers - Encadrement des services de placement, vol. 1, coll. CEDE, Cowansville, Editions Yvon

Blais, 2011, p. 76 and following; Martin COTE, Les mécanismes d’indemnisation des consommateurs dans

Uindustrie des services financiers au Québec, vol. 5, coll. CEDE, Montréal, Editions Yvon Blais, 2015, p. 23 and

following. For a summary profile of intermediaries, the services they offer and the products in respect of which

they can act, see Table 1 (Appendix 2).

& See the references cited in the previous note. See also Clément MABIT, Le régime de sanctions disciplinaires

applicable aux courtiers en placement, vol. 2, coll. CEDE, Cowansville, Editions Yvon Blais, 2010. In addition,

for a list of services provided by investment dealers, see Appendix 1 of the following text: IROC, Improving Self-

Regulation for Canadians, June 2020, p. 36, [Online]:

https://www.lIROC.ca/Documents/2020/1IROC_consolidation_FNL.pdf. (consulted on September 24, 2020).

The terms “advice”, “trading” and “discretionary portfolio management” are defined in Table 1 (Appendix 2).

8 See the references in note 5. See also Raymonde CRETE and Cinthia DUCLOS, Mémoire présenté a la
Commission des finances publiques concernant le Projet de loi n° 141, Loi visant principalement a améliorer
I’encadrement du secteur financier, la protection des dépots d’argent et le régime de fonctionnement des
institutions financiéres, January 18, 2018; R. CRETE, C. DUCLOS and F. BLOUIN, “Les courtiers en épargne
collective, leurs dirigeants et leurs représentants sont-ils a I'abri de sanctions disciplinaires au Québec?”, (2012)
42 R.G.D. 267, p. 333-341.

® Mutual funds are part of the broader family of investment funds that also includes exchange-traded funds (ETF),

hedge funds and labour funds or risk capital funds.



https://www.ocrcvm.ca/Documents/2020/ocrcvm_consolidation_FNL.pdf

activities, including deposits and loans, insurance and securities (i.e. investment dealership, mutual
fund dealership, portfolio management and investment fund management).°

1.3 Other intermediaries providing financial advisory services!!

In the securities sector, National Instrument 31-103 Respecting Registration Requirements,
Exemptions and Ongoing Registrant Obligations (National Instrument 31-103)? provides for
three other categories of dealers and representatives. The first category comprises exempt market
dealers, authorized to act as dealers mainly by trading securities distributed under exemptions from
prospectus requirements. The second comprises scholarship plan dealers, authorized to act as
dealers in respect of scholarship plan, educational plan or educational trust securities. The third
comprises restricted dealers, authorized to act as restricted dealers with respect only to specific
securities categories, such as mining or gas sector shares. These intermediaries may provide advice
and may trade specific products, depending on their registration categories, but like mutual fund
dealers, they are not authorized to provide discretionary management services.

National Instrument 31-103 also provides for another registration category, “advisors” (also
referred to as “portfolio managers”) and their representatives, providing personalized advisory
services and, more broadly, portfolio management services. They prepare complete investment
strategies for retail investors (especially the richer ones) and for institutional investors, including
investment funds. Depending on their registration category (unrestricted or restricted), they can
provide services with respect to a broad range of products, like investment dealers, but they are
not authorized to engage in trading securities. However, if they wish to provide execution services
to their clients, they may do so via a dealer.

In the financial services sector, there are also financial planning firms and financial planners
(individuals) providing advisory services on a wide range of topics, including legal and estate
issues, insurance, risk management, finance, taxation, investment and retirement. If they provide
investment advice, it must be general in nature and must not concern the purchase or sale of
specific securities. In addition, they cannot provide securities trading services or discretionary
portfolio management services.

10 See Jean-Marc SURET and Cécile CARPENTIER (CIRANO), “Réglementation des valeurs mobiliéres au
Canada”, working document prepared for the Commission des valeurs mobiliéres du Québec, Cirano, July 2003,
p. 11, [Online]: https://cirano.gc.ca/files/publications/2003RP-11.pdf (consulted on September 23, 2020); Cinthia
DUCLOS, La protection des épargnants dans les services d’investissement: une étude des facteurs d’influence de
nature organisationnelle des manquements professionnels a la lumiére de [’étiologie des accidents, Ph.D. thesis,
Québec, Faculty of Law, Université Laval, 2019, p. 161 and following.

11 See the references in note 5. For the life insurance sector, see also Martin COTE, “Le ‘contrat de fonds distincts’:
un produit d’assurance a I’ombre du droit des valeurs mobiliéres ?”, (2019) 53 RITUM 395, p. 409 and following.

12 National Instrument 31-103 Respecting Registration Requirements, Exemptions and Ongoing Registrant
Obligations, prepared in collaboration with IIROC and MFDA and adopted by the CSA, contains a detailed body
of registration and conduct rules for several types of intermediaries offering investment services, including
investment dealers, mutual fund dealers and their representatives.




Lastly, in the life insurance sector, firms and representatives offer life insurance products,
individual annuities and other personal benefits. As part of this activity, they may provide advice
and trade insurance investment products, including universal life insurance policies and segregated
fund individual variable insurance contracts, commonly known as “segregated fund contracts”.*3
Segregated funds are similar in some respects to the investment funds offered by investment

dealers and mutual fund dealers.

Part 2. Regulatory issues of investment services provision

In this part, we focus on some of the issues addressed in the Consultation Document namely
product-based regulation (Issue 2) and investor confusion (Issue 5). We begin by analyzing these
issues from the standpoint of investor protection within the context of investment services for retail
investors.

2.1 Product-based regulation

As pointed out in the Consultation Document, registrants in different registration categories “are
providing similar products and services to similar clients but are overseen by different entities (i.e.
the SROs and the CSA) and are subject to different rules.”** This is especially true in Québec, due
to the particular framework applicable to mutual fund dealers. More broadly, this problem also
extends to other financial service intermediaries providing investment advice but not subject to the
SRO in the securities sector (e.g. financial planners and life insurance representatives).

In the following paragraphs, we will look at two aspects of this problem, namely convergence of
services (2.1.1) and fragmentation of the current framework (2.1.2).

2.1.1 Convergence of services

The GRDSF has found similarities among the services offered to investors by registrants in the
different categories provided for in securities regulations and, more broadly, in the financial
services sector in general. This convergence appears mainly in the supply of advisory services by
different intermediaries for identical products, similar products and, more generally, different
investment products.

Under the current regulation, registrants in different registration categories are permitted to provide
advice on identical products. For example, investment dealers, mutual fund dealers, restricted

13 M. COTE (Le contrat de fonds distincts), supra, note 11.

14 Consultation Document, supra, note 1, p. 17.

15 See among others R. CRETE et C. DUCLOS (Le portrait des prestataires), supra, note 5, p. 108-115; M. COTE
(Les mécanismes d’indemnisation), supra, note 5, p. 227-228; Raymonde CRETE, Martin COTE and Cinthia
DUCLOS, “Un devoir 1égal, uniforme et modulable d’agir au mieux des intéréts du client de détail”, Mémoire
preéparé pour I’Autorité des marchés financiers (AMF) et les Autorités canadiennes en valeurs mobilieres (CSA)
on Consultation Paper 33-403 — The Standard of Conduct for Advisors and Dealers: Exploring the
Appropriateness of Introducing a Statutory Best Interest Duty When Advice is Provided to Retail Clients, March
2013, p. 20-24.
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dealers (depending on the circumstances) and advisors can provide advice on investment funds.
This observation alone is sufficient to raise questions about product-based regulation.

Similarly, registrants in different registration categories can provide advice on products that are
similar but not identical. For example, investment dealers can provide advice on mutual funds and
ETFs, in the same way as advisors (portfolio managers) and restricted dealers, depending on the
particular circumstances. Mutual fund dealers can do this with respect to mutual funds. As for life
insurance representatives, they may provide advice on similar products in the insurance sector,
such as segregated fund contracts. Lastly, financial planners may also provide advice, among other
things to help clients clarify their financial goals for retirement and establish savings strategies that
usually involve mutual funds and ETFs, or insurance-related investment products (including
segregated fund contracts).

Overall, there is a lot of similarity between the advisory services available to investors, and some
overlapping of the products with which intermediaries are permitted to work. This convergence is
shown in Table 1 (Appendix 2). More broadly, the table provides a summary of the functions of
intermediaries by registration category in Québec. It clearly shows “advisory services” as a central
core element for all the intermediaries.

2.1.2 Fragmentation of the current framework

The GRDSF’s research over the last decade shows that the current structure for distribution of
securities and advisory services to investors is highly fragmented. Analysis of the fragmentation
has focused mainly on the multiple regulatory authorities (including separate sets of rules and
processes) and the variability of investor protection plans.

1) The multiple regulatory authorities

As the following profile shows, regulatory authorities in the investment advisory industry vary by
registration category and by location in Canada.

Regulation of investment dealers and their representatives

The IIROC, recognized as an SRO by the CSA, regulates investment dealers, their managers and
representatives operating in Québec and elsewhere in Canada. It establishes rules of conduct, as
well as a disciplinary process including sanctions for infringements of the rules. The IIROC’s rules
are completed by provincial and territorial securities regulation, including National Instrument 31-
103.%

16 See Consultation Document, supra, note 1, p. 2-4, 37-40; Cinthia DUCLOS, with Raymonde CRETE and Audrey
LETOURNEAU, “Les autorités d’encadrement”, in CRETE, R., M. NACCARATO, M. LACOURSIERE and G.
BRISSON (Eds.), Courtiers et conseillers financiers - Encadrement des services de placement, vol. 1, coll. CEDE,
Cowansville, Editions Yvon Blais, 2011, p. 137-144; C. MABIT, supra, note 6, p. 27-33.
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Regulation of mutual fund dealers and their representatives

The MFDA, recognized as an SRO by securities authorities across Canada except in Québec,
regulates mutual fund dealers, their managers and representatives. It establishes and implements a
set of rules, along with a disciplinary process for infringements of the rules. The MFDA’s rules
are completed by securities regulation, including National Instrument 31-103.

In Québec, mutual fund dealer intermediaries are regulated by three authorities, namely the CSF,
the AMF and the MAT. The CSF, as an SRO, is responsible for regulating mutual fund dealers’
representatives in the province. This specific role is similar to that of the MFDA. However, unlike
the MFDA, which has jurisdiction over all mutual fund stakeholders (dealers, managers and
representatives), the CSF’s jurisdiction is limited because, in the mutual fund sector, it does not
regulate mutual fund dealers and their managers. It is responsible for applying and imposing
disciplinary sanctions for infringements of the rules established by the AMF and by the Québec
Government, mainly in the Securities Act, the National Instrument 31-103, the Act respecting the
distribution of financial products and services (ADFPS) and the Regulation respecting the rules
of ethics in the securities sector. Mutual fund dealers that do business solely in Québec, and their
managers, are not subject to regulation by the CSF or any other SRO. At the present time, the
Consultation Document notes that there are 19 mutual fund dealers registered solely in Québec.’
In the absence of an SRO for these intermediaries, the AMF and the MAT are responsible for
regulating mutual fund dealers and some officers (“chief compliance officer” and “designated
officer in charge”) carrying out activities in Québec. These bodies must oversee compliance with
the rules set out in Québec’s securities legislation and regulations, including the Securities Act and
National Instrument 31-103.18

Regulation of other intermediaries

Numerous other intermediaries, including scholarship plan dealers, restricted dealers, advisors
(portfolio managers), financial planning firms and most of their respective managers and
representatives are not governed by an SRO in Canada, but are generally subject to the CSA. In
Québec, the CSF is responsible for regulating scholarship plan dealers’ representatives, financial
planners and representatives in insurance of persons, in the same way that it is responsible for
mutual fund dealers’ representatives.*®

17" Document de consultation, supra, note 1, p. 45.

18 See Consultation Document, supra, note 1, p. 4, 5, 41-44; C. DUCLOS (Les autorités d’encadrement), supra, note
16, p. 144-149; R. CRETE and C. DUCLOS (Brief Bill 141), supra, note 8.

19 See Consultation Document, supra, note 1, p. 5-7; R. CRETE and C. DUCLOS (Le portrait des prestataires),
supra, note 5, p.90 and following; M. COTE (Les mécanismes d’indemnisation), supra, note 5, p. 23 and
following.
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Overview

In short, multiple authorities including the SROs, i.e. the IROC, MFDA and CSF, along with the
CSA, are responsible for regulating the intermediaries providing investment services in Canada,
depending on their registration categories and the province where these intermediaries do business.
Table 2 (Appendix 4) reviews this structure as it exists in Québec.

To understand and visualize the problems arising from the existence of the different authorities, it
is useful to consider the overall profile of the authorities with jurisdiction over intermediaries,
including not only the SROs, but also the other regulatory authorities such as the AMF, MAT, etc.,
the organizations providing alternative dispute resolution mechanisms, and the investor protection
funds. Diagram 1 (Appendix 3) shows the connections between these authorities and their
respective responsibilities over organizations and individuals providing investment services in
Québec. The diagram clearly shows the complexity of the current regulatory framework and
highlights the maze within which investors and the industry’s intermediaries must function.

In closing, it is important to note that, at the present time, the overall profile of regulatory
authorities is even more complex due to the structure of the financial services industry,
characterized by the presence of financial groups providing different services within organizations
or their subsidiaries, including finance services (deposits and loans), advisory services,
discretionary portfolio management and securities trading services (investment dealers, mutual
fund dealers, etc.), investment fund management, financial planning and insurance sector services.

2) Variability of investor protection plans?®

The fragmentation of the current regulatory framework often leads to unequal protection for
investors. First, some intermediaries have dedicated SROs for their framework, essentially
disciplinary in nature, while others are regulated only by the CSA with broader functions
(regulatory, administrative, disciplinary and enforcement responsibilities for numerous
participants in the capital markets and the financial sector). This difference also accentuates
differences in the content of the regulatory framework (standards of conduct, processing of
complaints, disciplinary processes) and in its application to the various intermediaries. More
specifically, while the rules of conduct are intended to prevent misconduct by intermediaries, the
level of detail and specificity of these rules differ depending on registration categories and the
province where intermediaries do business. For example, the suitability requirements imposed on
mutual fund dealers regulated by the MFDA are more detailed and cover more officers and
managers (including branch managers) than those applicable to mutual fund dealers subject to
regulation by the Québec authorities, and those applicable to certain other intermediaries not

2 See R. CRETE and C. DUCLOS (Le portrait des prestataires), supra, note 5, p. 108-115; R. CRETE and C.
DUCLOS (Brief Bill 141), supra, note 8; C. DUCLOS (Les autorités d’encadrement), supra, note 16, p. 120-128,
163-168; M. COTE (Les mécanismes d’indemnisation), supra, note 5, p. 90-173.
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regulated by an SRO (including scholarship plan dealers, restricted dealers and advisors).?
Similarly, the level of detail, extent and nature of the disciplinary process and sanctions imposed
also differ by registration category and region.

In addition, it is clear that the elements introduced to minimize the harm suffered by investors as
a result of misconduct by intermediaries, including the complaint process and the investor
protection funds, also vary by registration category. In Québec, for example, the Fonds
d’indemnisation des services financiers (FISF) provides compensation for victims of fraud,
fraudulent practices and embezzlement in respect of financial products or services provided by
mutual fund dealers, scholarship plan dealers and representatives of such dealers, insurance firms
and representatives, insurance adjusters, financial planners and mortgage dealers registered with
the AMF. However, the FISF does not cover victims of fraud who dealt with an investment dealer
or dealer’s representative registered with the 1IROC. For example, for the sale and purchase of
mutual funds, if the service is provided by a mutual fund dealer, the investor will have access to
the FISF in case of fraud, whereas if the same service is offered by an investment dealer, the
investor will not have access to that or any other similar fund.

It is also important to note that, outside Québec, there is nothing similar to the FISF for victims of
fraud who do business with an investment dealer or mutual fund dealer or one of their
representatives. The IIROC and the MFDA each provide investors with an investor protection
fund, but they only cover intermediary insolvency. The funds in question are the Canadian Investor
Protection Fund (CIPF) for investment dealers who are members of the IIROC and the MFDA
Investor Protection Corporation (MFDA IPC) for mutual fund dealers regulated by the MFDA.
However, these two insolvency protection plans do not cover all intermediaries; among those not
covered are exempt market dealers, advisors (portfolio managers) and scholarship plan dealers.

Table 2 (Appendix 4) presents the protection available to clients of the various intermediaries
providing investment advisory services in Québec. It clearly shows that, although the services are
the same, there are significant differences in the standards applicable to intermediaries, the
regulatory bodies concerned and the protection afforded to investors, depending on registration
category and region.

2.2 Investor confusion®?

In line with the observations set out in the Consultation Document, we note that the current
fragmented and complex regulatory framework applicable to investment services is likely to create
confusion among investors. Investors are offered numerous products and services, many of which
are similar, by a host of intermediaries registered in different categories: for example, advisory

2L For a detailed analysis of this topic, see C. DUCLOS (La protection des épargnants), supra, note 10, p. 405 and
following.

22 See Consultation Document, supra, note 1, p. 23-27; R. CRETE and C. DUCLOS (Le portrait des prestataires),
supra, note 5, p. 108-115; C. DUCLOS (Les autorités d’encadrement), supra, note 16, p. 123-128; R. CRETE and
C. DUCLOS (Brief Bill 141), supra, note 8.
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services offered by investment dealers, mutual fund dealers, financial planners and life insurance
representatives (e.g. segregated fund contracts). However, because of the sector’s complex and
compartmentalized structure, it is difficult for a lay person to distinguish between the different
types of intermediaries, understand their functions and grasp the limits on the activities they are
permitted to perform (with respect to services and products).

For example, an investor who entrusts his or her savings to a mutual fund dealer’s representative
may not understand the impacts of that choice; because of the registration category, the
representative can only, or mainly, offer mutual funds, unlike an investment dealer’s
representative, who can offer amuch broader range of products and services (shares, bonds, mutual
fund products, ETF products, discretionary portfolio management, etc.). As a result, the investor
may not be able to choose the products and services best suited to his or her needs and expectations.

Lay investors almost certainly know little to nothing about the duties of intermediaries in different
registration categories (e.g. training and proficiency required by the various regulatory authorities
and the rules to which they are subject). Similarly, retail investors will probably find it difficult to
differentiate between the remedies and other mechanisms available in case of intermediary
misconduct or insolvency; these elements will differ according to the intermediary’s registration
category. Lastly, although the products and services appear similar, these investors may find it
hard to distinguish between the respective powers of the different regulatory authorities, such as
the AMF, the MAT, the CSF, the IIROC and the MFDA, whose overseeing functions vary by
intermediary registration category and geographic region. Generally speaking, the fact that
investors do not understand these distinctions may make it difficult if not impossible to select the
services that are not only best suited to their